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PREFERENCE FOR PURITY, SUSTAINABILITY AND VALUE

As a packaging material,
glass has proven itself
generation after generation.
Consumers have always known that glass
helps preserve flavor, freshriess,
product integrity and purily.
The natural beauty of glass
makes everything inside more appealing.
And when you consider that glass is
100 percent recyclable, you can feel good
knowing you're making a sustainable
choice for the environment.

As the market segment leader,
O-lis the only source needed for every aspect
of glass container proguction.

We are also the largest user of
recycled glass containers in the world,
with more than 4.5 million tons
purchased annually.

Drawing on years of leadership
in the glass container industry,

O-/ creates products
that add value for marketers as well,
These products can be moided
into a variety of shapes and sizes
that are both functional and beautiful,
creating a unique brand identity in the process.

" From start to finish,
glass is the cradle-to-cradie packaging
that is healthy for you,
your family and the world in which we live.
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Summzlai'y of Financial Data’ 2006 2005 |, 2004
Revenu!es-! $7.523.5 $7,189.7 :  $6,263.4
EBIT2 611.3 2315 669.9
Nt(et |ntere°t expense 4887 4501 4596
Eamlngs (loss) from continuing operations (27.5) (621.6) 1715
/ Nel earmngs (loss) (27.5) (558.6) 235.5
, i:)iluted eaf‘nings {loss) per share:
Earnlnqs {loss) from continuing operatlons (0.32) (4.26) 1.00
7 Net eaTnmgs (loss) (0.32) 3.85.‘)/_ o~ 1.43
Continding operations: o g .
Cash p:rovided by operating activities 150.3"’ o 453.1 5447
Collections of receivables
arising,from consolidation of European T
securitization program* - 127.3 50.7 ) -
Capital expenditures ©320.3 4041 436.7
Deprediation 469.0 4802 436.0
Amortization of intangibles 27.3 27.8 238
-
Tota! debt ’ 5,456.6 5,297.0 5,360.4
- !
Manage:ament working capital as a % of net sales® 18.1% 18.0% , 21.5%
7.8% 7.5%

Operatihg expense as a % of net sales® 8.5%

F

T Amounts for ; ’004 mclude amournts refated to BSN Glasspack from its acquisition in June 2004.

2 EBIT is comp: Jsed of eammings from conbinuing operations before interast income, interest expense, provision for income taxes and minority

share owners' tnteresrs in eamnings of subsidiaries.

3 The net effect of asbestos-related charges and unusual items in 2006 was a decrease of $1.15 per share. The net effect in 2005, including

a §{0.01) dt!uuve effect from stock options, was & decrease of $5.62 per shere. The net effect in 2004, including a $0. 01 dilutive effect from stock

opt.uons was 3 decrease of $0.31 per share.

4 Toraf debf for}2004 excludes $207.0 mifiion for a European securitization program which was off-balance sheet {not Conson‘.'da!ed} prior to
December 2605 Coliections of receivables that were in the program at the time of consolidation are not included in cash provided from
operating acr.wnas because accounting standards require that they be reported as an investing actity. Had the program been consolidated
since tnoeptrcn however, these cash flows would have been reported as an cperating activity,

/"
5 Management wodang capital is defined as accounts receivable, inventory, and repair parts less accounts payable. The calculation for
2004 inchudes recevabies in the of-balance sheet securitization prograrm and BSN Glasspack net sales of $752.5 milion for the period

January 1-June 21, 2004.

G Qperating ex;:ense rnc!udes research and development, engineening, and seling and administrative costs.
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ON THE ROAD TO A HIGHER LEVEL OF PERFORMANCIE

Dear Stakeholders,

It is a great honor 10 have
the oppiortunity to lead O-I, a
company with a remarkable past
and a blrighl future. 1 believe
the strategy and vision created

by my predecessor,
Steve IV;k:Cracken, are
right for O-1, and it is a
privilege to work with a
board a}nd management
team wilth the experience
to eﬁecltively address the
company’s short- and
Iong-terlm needs.

Admittedly, 2006
was a c:hallenging
year. We faced tough
obstacles as we
engage:d in the immense
undertaking of transform-
ing our organization
financially, culturally, -
and strategically. Cost
pressures from rising
prices for energy,
transpolrtation and raw
materials required us
to lock ét all aspects
of our business. At the
same tillne, our goal
to integrate European
Operatic?ns into a single,

streamlined business unit proved

‘difficult 'on several fronts.

company delivering value equally improve liquidity and reduce

to customers and shareholders. leverage, drive our global
The pace and discipline of our procurement initiatives, work harder
transformation must accelerate to to reduce our system costs and

improve our cost structure, recover need for capital and hope to

achieve a modest

growth momentum.

Looking back,
our 2004 acquisition of
BSN Glasspack was a
strategic move that
improved our overall
global position. Creating
a new business model
from the combined
operations in Europe
allows us to maximize
our leverage and savings
across the region and
create enduring
efficiencies from which
stakeholder value will
flow. While we have
made progress on
this front, additional
opportunities to realize
COst synergies remain.
Delivering real results
from the integration
in Europe continues to
be a core priority.

resources and achieve our systemn costs via emerging markets,

potential in North America, Europe  utsourcing and partnerships. Our

Although convinced of the and Asia Pacific. Our commitment procurement savings efforts are
viability|of O-I's long-term strategy, is 1o re-focus on executing our focused on standardization, vendor
we end (2006 dissatisfied with Core Priorities but we will give consolidation and low-cost country
the resullts we have achieved in different emphasis to them with sourcing. tn manufacturing, our
executing it. As we look to 2007, our first goal 1o increase prices business plan places greater
and corlmnue our transforr;ahon, near-term to
we must be grounded.in the . oftset past and “Discipline equals speed. It may to some
fundamentals of our business present inflationary | geem counterintuitive, but I've seen this
while managing our future as a pressures. We time and time to be the truth”

market-driven, customer-facing will continue to




s Whrleﬁwe will continug to
' progress in these areas in 2007,
WE. must intensify our focus on
process and organtzattonal
"h‘rcsencres | believe that in

4 business, discipline equals

t

- Packaging businesses

N

erformance throughout .~
O-1. Our performance in-’
the Latin America glass
business, as well as in
our Closure & Specialty
Products’and HealthCare

clearly demonstrate our
capability of performing at
a higher level. Execution
discipline, better practices
and a more strategic

Note:
trom
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Hetum on Investod caollal is defined as pre-tax segment oparallng profit
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owners’ interests and total debt.

ing and d: ; Mwbyttusumdfhmmgli

approach to our portfolio
will help us leverage these wins
across the rest of our portfolio.

2

aIJenge !an |adversp;,tles /

‘1n‘2006 taught,u -
es50Nns whrch erI help

witfrour pr‘mary task/fanQOO?

VAR AP

Working Capital as a % of Last Twnf:lve Months Sales
s

Managemlent Working Capital as a % of Sales

Working Capital 25 2 % of Annual Sales at Oecember 31

*\\ %

T T T - T
2002 2003 2006

t
{1} Management working capital = accounts receivabie, plus inventory and repair parts, less accounts payabie.
{2) Inchuded in the 7004 net sales used in this czlcutation is $752.5 million for BSN Glzespack 1or the period Jan, 1, 2004 — June 21, 2004, BSN Glasspack
was acquired by the Company on Juns 21, 2004, Also inchades BSN sates for 30 and 40 of 2003 for the 10 and 20 2004 LTM percents.
{3) The warking capral vatues jor 10 2004 incluse BSN Glasspack as it the acquisition occurred en December 37, 2003,
[4) The warking capital vatues have been rfsme: to includs the oft-balance shest European accounts receivable sacurilization program for 2004 and 2095,

'- ” gthetask’ of’addl

A
as addi ng.value to O-1.
Wetwru”dgrry/e vaLue by re{lentlessly
focusrng'on cost structure
///f W s |
througb overall cost ma'nagement y
Zand; when required, by elrmlnatlng S
fﬁmder performing assets / '
~7"We will continue to crel’c’lte and
deliver product and/tect{lrptol/ogy :
innovations but only}those/
provide value,tg, customers _
. I AW S
investors ,end»to-ourselves.
A (L 4
Finally, to,protect thrs;value

ue
there, wlll be greater alrgnment

o \

24"

s eed: and we need to tl:re better
/, bultt tor speed. Thereforcla, we will
deploy a Lean Six Sigma approach
f across all activities and regions of
...-O-1. This will give us needed
~ discipline in data-based}decision
making, process mplementatron
/ and timely comptetion of critical
lasks by eliminating waste and
reducing variability.

x;a

While we understand our
_initial efforts have notybeten
far-reaching enough, thére are
many examples of exoeptionat

iy P

Additionally, an important
objective for the Company has
been to reduce our leverage.
Therefore, we have decided to
seek strategic alternatives for
our highly successful specialty/
plastic-businesses. If we are ,
able to receive full value for
these businesses, it will have a
significant impact on /our debt”,
burden without weakening ) i
our strateg|c posrtron :n the-

/
glass- based packagrng mdustry
We feel thls erI be ln the best
interest: of our shareholders A

r
A .
4 j b |

YA

betwegn_tpe’ptﬁness/unrts}énd

.thvjcenter wihich willflet-us

LA LA

ievefjoint oynershup around

Y p\:orrtres’ facilitating’a Imuch

hrgher Ievelﬁf coordlnatlon

st | A

and teamwork

We are on the road to a
74 I

hrgher}evel of perform"ance

and together I have no doubt

r

PAWE wrlt achreve it.

. 4_}5 B
7 Albert P. L. Stroucken
Chairman and CEO |
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PERFORMANCE GRAPH

COMPARISON OF CUMULATIVE TOTAL RETURN

AMONG OWENS ILLINOIS, S&P 500, AND PACKAGING GROUP
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| 2001 2002 2003 2004 2005 2006 |l
Owens-llincis i $100.00 $145.84 $119.02 $226.71 $210.57 $184.65
S&P 500 ) $100.00 $77.89 $100.23 $111.13 $116.57 $134.98
Packaging Group i $100.00 $110.06 $128.68 $168.48 $172.53 $197.17
l H

i

The abave graph compares the performance of the Company’s Common Stock with that of a broad market index (the $&P 500 Composite
Index) and a packaging group, consrsung of companias with lines of business or product end uses comparable to those of the Company for which 3

market quotations are avallab 0.
l :

The packaging group corsists of: AptarGroup, Inc., Ball Corp., Bemis Company, Inc., Chesapeake Corp., Constar International In¢., Crown
Hoidings, Inc., Owens-lllln()ls.llnc Sealed Air Corp., Silgan Holdings Inc., Sonoco Products Co., and Vitro Sociedad Anomma {ADSs). ']

Anchor Glass Container Corporanon which had been added to the: packaging group in 2004 following its initial public offenng late in 2003, was
remaved from the index because market quotations are no longer available. Its removal did net have a significant etfect on the performance of the

group.

The comparison of total rsturn on investment for each period is based on the investment of $10¢ on December 31, 2001 and tha change in ,;
market value of the stock, mcludmg additional shares assumed purchased through reinvestment of dividends, if any.

i
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(Mark One)

X

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washmgton,D C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE b
- SECURITIES EXCHANGE ACT OF 1934 o

. For the fiscal year ended December 31, 2006
or

TRANSITION REPORT PURSUANT TO SECTION 13 OR15(d) OF
* THE SECURITIES EXCHANGE ACT OF 1934

- Commission file number 1-9576

' OWENS-ILLINOIS, INC.

(Exact name of registrant as specified in its charter)
Delaware - - - T 22-2781933
- (State or other jurisdiction of - ' . - (IRS Employer
incorporation or organization) 7 o ’ T Identification No.)
" One Michael Owens Way, Perrysburg, Ohio o ' 43851
{Address of principal executive offices) ‘ ' ' (Zip Code} 3

Registrant"s telephone number, including area code: (567)336-5000
Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange on -

Title of cach class - ‘ ) which registered
Common Stock, $.01 par value ™ . New York Stock Excﬁange .
* Convertible Preferred Stock, $.01 par O New York Stock Exchange

value, $50 liquidation preference -

. Securities registered pursuant to Section 12(g) of the Act: None

(Cové£ page 1 of 2 pages)




Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the-
Secumtes Act - . " Yes E ...,No El T
Lt AR R c! Ty u - ,‘-r,~ , 4,;_3‘-.“-1" . -
. Indlcate by check mark if the reglstrant is not requ1red to file' reports pursuant to Section 13 or 15(d) of the
Act. - Yes |:] Nelq. -

Indicate by check mark whether the regrstrant (1) has filed all reports requlred to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the ;
regrstrant was req\nred to file such reports) and (2) has been subject to such filing requirements for the past 90 days

AR . , Yes' @ No[] -

Indlcate by check mark if dlsclosure of delinquent filers pursuant to Item 405 of Regulatlon S-K is not Bt
contained herein, and will not be contained, to the best of registrant’s; knowledge in definitive proxy or information”
statements mcorporated by reference in Part III of th1s Form 10- K or any. amendment to this Form 10-K." [ -

Indicate by check mark: whether the reglstrant isa large accelerated ﬁler af accelerated filer, or a non-
accelerated filer. See definition of * accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act
(Checkone): "

Large accelerated filer [XJ Accelerated filer [ Non-accelerated ﬁler EI

Indicate by chéckmark whether the registrant is’a’shell'company-(ds defined i Rule 12b- 2 of the Exchange
Act). - o Yes[e o s NoBdro e R AT

The aggregate market value (based on the consolidated tape closing price on June 30, 2006) of the voting:
and non-voting stock beneficially held by non-affiliates of Owens-Illinois, Inc. was approximately $1,127,291,000.
For the sole purpose of making this calculation, the term “non- affiliate™ has- been interpreted to exclude directors
and executive officers of the Comipany. Such:interpretation is not.intended to be, and should not be construed to be,
an admission by Owens-Illinois, Inc. or such directors or executive ofﬁcers of the Company that such directors and
executive officers of the Company are “afﬁhates” of Owens—lllmms lnc as that term is defined under the Sccurities
Act of 1934, :‘* . X

Y'Y . I T oL

The number of shares of common stock, $.01 par value of Owens-lllinois, Inc. outstandmg as of January

31,2007 was 154 432,537, e
e DOCUMENTS lNCORPORATED BY REFERENCE

‘. e, r]ft' - .’;t VTR

P T 558 B

Portlons of Owens-Illinois, Inc. Proxy Statement for The Annual Meetlng of Share Owners To, Be Held Wednesday,.
May 9, 2007 (“Proxy Statement™) are incorporated by reference 1nto Part III hereof -

PP ey DRAL
TABLE OF GUARANTORS .
- Yo s e Rimany S
i . ) Standard )
2 " . i State/Countryof . [ndustrial . LRS
’ " Incorporation  -°  Classification = Employee
Exact Name of Registrant or Code ‘ Identification
As Specrfed In Its Charter: .« + Organization ) Number Numher
ey b Y ]
Owens-Illinois Group, Inc...’..‘....‘..’.'. Jmnommm o “Delaware 6719 wem i 34 1559348’ e
Owens-Brockway Packagmg, Inc #1577 Delaware 6719 s A7 34-1559346777 1ol
o I ‘ N R R q,v*:,m‘

, The address, including zip code, and telephone number, of each additional registfarit’s prificipal exetutive
office is One Michael Owens Way, Perrysburg, Ohio 43551; (567) 336-5000. These companies are listed as
guarantors of the debt securities of the registrant. The consolidating condensed financial statements of the Company
depicting separately its guarantor and non-guarantor:subsidiaries are presented in the notes to the consolidated

- financial statements. All of the equity securities of each of the guarantors set forth in the table above are owned,

either directly or indirectly, by Owens-Illinois, Incz: ¥+ = ¢el

(Cover page 2of 2 pages)
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ITEM 1. BUSINESS

General Development of Business

- Owens-Illinois, Inc. (the “Company”), through its subsidiaries, is the successor to a business established
in 1903. The Company is one of the world's leading manufacturers of packaging products based on sales
revenue and is the largest manufacturer of glass containers in the world, with leading positions in Europe,
North America, Asia Pacific and South America. The Company is also a leading manufacturer of
healthcare packaging including plastic prescription containers and medical devices, and plastic closure
systems including tamper-evident caps and child-resistant closures, with operations in the United States,
Mexico, Puerto Rico, Brazil, Hungary, Malaysia and Singapore. Co

Strategy and Compvt:tlve Strengths
The Company is- pursumg a strategy almed at leveragmg its global capabllmes broadening its market

base and focusing on modern management technologies and fundamentals including incentive
compensation linked to cash flows and fact-based, data-driven decision making.

The _(fbmpany’s cﬁrrent priorities include the followirig:

e Increase prices near term to offset inflationary pressures — pas't'and present
) . .- . . .o

* Improve liquidity - reduce leverage

Achieve successful European integration

. .Improve system cost and capital capabilities . : "

. -7Implement global procurement initiatives

Modest growth momentum C, ' "

The Company’s current core competitive strengths are:

¢  Global léad!ership in manufacturing glass containers

. Long-standing relationships with a diverse group of leading consumer products compani;es
. Technological leadership andlworldwide licensee network
. I;.ow-cost production of glass contz;inérs
¢ Leading healthcare packaging businesses : 0
¢  Experienced and rﬁotivated'management tearn and work force .
The Compaﬁy has .1cquir.ed 17 glass i:ontainer businesses in 22 countries since 1990, including' Buléinesses -
in Europe, North America, Asia Pacific and South America. Through these acquisitions, the Company

has enhanced its global presence in order to better serve the needs of its multinational customers. Through
gtobal leveraging, the Company also expects to achieve purchasing and cost reduction synergies.




The Company has 83 glass manufacturing plants in 22 countries and 18 plastics packaging facilities, 13 of
which are in the United States.

Technology Leader

The Company believes it is a technological leader in the worldwide glass container and plastics packaging
segments of the rigid packaging market in which it competes. During the five years ended December 31;
2006, on a continuing operations basis, the Company invested more than $1.6 billion in capital ' .
expenditures (excluding acquisitions) and more-than $295 million in research; development and » . -
engineering to, among other things, improve labor and machine productlvny, increase capacrty in growing
markets and commercmhze technology Into new products R : bl o o

‘Worldwide Corporate Headquarters : ¢ S &

The principal executive office of the Company is located at One Michael Owens Way, Perrysburg; 01'110
43551, the telephone number is (567) 336-5000. The Company’s website is www. o-i.com. The
Company’s annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form §- -K,
and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange
Act can be obtained from this site at no cost. The Company’s Corporate Governance Guidelines, Code of
Business Conduct and Ethics and the charters of the Compensation, Nominating/Corporate Governance,
Audit Committee are also available on the Investor, Relations section of the Company’s website. ‘Copies
of these documents are available in print to share owners upon request, addressed to the Corporate
Secretary at the address above, : :

Financial Information about Product Segments

Information as to sales, earnings from continuing operations before interest income, interest expense,
provision for income taxes and minority share owners’ interests in eamnings of subsidiaries and excluding
amounts related to certain items that management considers not representative of ongoing operations
("Segment Operating Profit"), and total assets by product segment is mc]uded in Note 21 to the
Consolidated Financial Statements. L ;

Narrative Description of Business

The Company has two product segments: (1) Glass Containers and (2) PlasticetPackeging Below is a
description of these segments and information to the extent material to understanding the Company’s
business taken as a whole.

Products and Services, Customers, Markets and Competitive Conditions, and Methods of
Distribution :

GLASS CONTAINERS PRODUCT SEGMENT

The Company is the largest manufacturer of glass containers in'the world. The Company is the leading

- glass container manufacturer in 19 of the 22 countries where it competes in the glass container segment of
the ngld packaging market, including the U.S., and the sole manufacturer of glass containers ir eight of
these countries. On a continuing operations basis, worldwrde glass container sales represented 90%, 89%,
and 88%, of the Company s consolrdated net sales for the years ended December 31 2000, 2005 and
2004, respectively. -




Products-and Services:. - .« s g, 0 T b e TS R T
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The Company produé;s glass.containers forbeer and ready-to-drink low alcohol refreshers; spirits, wine,
" food, tea, juice and pharmaceuticals. The C_o;npa_ny also produces glass containers for soft drinks and -
other non-alcoholic beverages, principally outside;the U.S. The Company, manufactures these, products in
a wide range of sizes, shapes and colors. The Company.is active in new product dcyelopmc;n_tiand glass .

container innOVation: - - Ty b, T S I A
TR
Customers
T T P R L e o
In most of the countries where the Company .competes, it has the: leading position in the glass container, .

. segment of the'rigid; packaging.market based on sales revenue. The largest customers include many;of the
" leading manufacturers and. marketers of: glass packaged products in‘the world. In the U.S., the majority of
customers for glass.containers,are.brewers, wine yintners, distillers-and food producers,- The Company -
also produces;glass containers for soft-drinks, principally outside the U.S..The largest U.S. glass' 1.~
container customers.include (in alphabetical order) Anheuser-Busch, Diageo, H.J. Heinz, Molson/Coors, -

. Novartis, Pepsico, SABMiller, and Saxco;Demptos, Inc;-The largest.glass container customers outside; .
the U.S. include (in alphabetical order) Diageo, Foster's, Heineken, InBev, Lion Nathan, Molson/Coors,
SABMiller, and- Scoitish & Newcastle. The Company.is a major, glass;container supplier to,all of these .
customers. o ) ’ gt e _,.'-"H}'i' aupt ' « R TR S i

The Company, sells most of its glass container products directly to customers under annual or multi-year ¢
supply agreements.. The Companyalso sells some,of its products through distributors: Glass containers #; -
arc typically scheduled. forjproductionin order to maintain reasonable inventories-in relation to customers'

forecasts of their quarterly requirements.... . iz L 1 TR TN L e
' T Y D U TP S U R E I PLYRRL N S oot
Markets and Competitive Conditions ; : ‘ ' .
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The.principal markets for.glass container prodﬁcts_ made:by the,Company are;in Europe, North Amgrica,--

Asia Pacific; and South America. :The Company:belicves it.is a low-cost,producer in the glass conté}i_nern !
segment of the rigid pgickaging market in many-of the countries in which it competes, Much of this.cost. -
advantage is due to proprietary; equipment.and process technology used by the Company. The «:
Company’s machine d,_e&e!qpment activities-and systematic upgrading of production equipment inthe .-
1990's and_early 2000’s have,given it a low-cost leadership position in theglass container segment in.
many of the-countries in'which it competes;a key strength to 'competing;sugcessfully inthe rigid 4.
packaging_market;{..;\. R I P AN C S ST B yoa

-
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The ,Compapyrljlas{n_h,e' leading share pf;thé\glas_s container-_geégmeﬁt of the U.S. rigid packaging market, -
based on sales revenue by-domestic producers in the U:S. The pringipal‘glass container competitors in the
U.S. are Saint-Gobain:Containers, Inc.;a wholly-owned subsidiary of Compagnie de Saint:Gobain,iand, .

Anchor Glass.Container Corporation. .In addition, imports. from Mexico and other countries-increasingly ,,

~compete in U.S. glass container segments. Additionally, a few.major consumer packaged goods .. .
companies also self-manufacture glass containers.y .« .o B TR I N PR
L T e T T Y O S DU RO I R TR

In supplying glass containers outside of the U.S., the Company competes directly with Compagnie de .- i
Saint-Gobain in Europe and Brazil, Ardagh plc in the U.K., Germany, and Poland, Vetropak in the.Czech
Republic and-Amcor Limited:in-Australia.; In.other.locations in Europe,.the Company competes: -+ . i
indirectly with a, variety of glass.container firms including Compagnie de Saint-Gobain, Vetropak and -
Rexam plc. Except as mentioned-above, the Company:does not.compete with any large, multi-national -,
glass container manufacturers in South America or the Asia Pacific.region. | - . . ., <o o
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In addition to competing with other large, well-established manufacturers in the glass container segment,
the Company competes with manufacturers of other forms of rigid packaging, principally aluminum cans
and plastic containers, on the basis of quality, price and service. The principal competitors producing
metal containers are Amcor, Ball Corporation, Crown Holdings, Inc., Rexam ple, and Silgan Holdings
Inc. The principal competitors producing plastic containers are Consolidated Container Holdings, LLC,
Graham Packaging Company, Plastipak Packaging, Inc. and Silgan Holdings Inc. The Company also

competes with manufacturers of non- ngld packaging aItematlves including flexible pouches and aseptic
cartons,

The Company’s unit shipments of glass containers in countries outside of the U.S. have grown
substantially from levels of the early 1990's. The Company has added to its international operations by
acquiring glass container companies, many of which have leading positions in growing or established
markets, increasing capacity at select foreign subsidiaries, and maintaining the global network of glass

" container companies that license its technology. In many developing countries, the Company’s
international glass operations have benefited in the last ten years from increased consumer spending
power, a trend toward the privatization of industry, a favorable climate for forelgn investment, lowermg
of trade barriers and global expansion programs by multi-national consumer compames

North America. In addition to the glass container operations in the U.S., the Company s sub51d1ary in
Canada is the sole manufacturer of glass containers in that country.

South America. The Company is the sole manufacturer of glass containers in Colombia, Ecuador and

" Peru. In both Brazil and Venezuela, the Company is the leading manufacturer of glass containers. In
South America, there is a large infrastructure for returnable/refillable glass containers. However, with
improving economic conditions in South America after the recessions of the late 1990's, unit sales of non-
returnable glass containers have grown in Venezuela, Colombia and Brazil.
Europe. The Company’s European glass container business, headquartered in Switzerland, has
consolidated manufacturing operations in 11 countries-and i is the largest in Europe. The Company is a
‘leading producer of wine and champagne bottles in France and is the sole supplier of glass containers to
Scottish & Newcastle, France’s leading brewer.In Italy, the Company is the leading manufacturer of
glass containers and operates 12 glass container plants. In Germany, the Company’s key customers
include Scottish & Newcastle and Nestle Europe. In The Netherlands, the Company is oneé of the leading
suppliers of glass containers to Heineken. The Company is a leading manufacturer of glass containers for
the U.K. spirits business. In Spain, the Company serves the market for olives in the Sevilla area and the
market for winebotties in the Barcelona and southern France area. In Poland, the Company is the leading
glass container manufacturer and operates two plants. The Company is the leading glass container
manufacturer in the Czech Republic. In Hungary, the Company is the sole glass container manufacturer
and serves the Hungarian food industry. In Finland and the Baltic country of Estonia, the Company is the
only manufacturer of glass containers. The Company coordinates production actlvmes between Finland
and Estonia in order to efficiently serve the Finnish, Baltic and Russian markets. In recent years, Western
European brewers have been establishing beer production facilities in Central Europe-and the Russian -
Republic. Because these new beer plants use high- speed filling lines, they require high quality glass
containers in order to operate pr0perly The Company belleves itis well positioned to meet this growing
demand. S

Asi& Pacific. The Company has glass operations in four countries in the Asia Pacific region: Australia,
New Zealand, Indonesia and China. In the Asia Pacific region, the Company is the leading manufacturer
of glass containers in most of the countries in which it competes. In Australia, the Company’s subsidiary
operates four glass container plants, including a plant focused on serving the needs of the growing .
Australian wine industry. In New Zealand, the Company is the sole glass container manufacturer. In
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Indonesia, the Company supplies the Indonesian market and exports glass containers for food and
pharmaceutical products to Australian customers. In China, the glass container segments of the
packaging market are regional and highly fragmented with a number of local competitors. The Company
has four modern glass container plants in China manufacturing high-quality beer bottles to serve Foster's
as well as Anheuser-Busch, which is now producing Budweiser® in and for the Chinese market.

The Company continues to focus on serving the needs,of leading multi-national consumer companies as
they pursue international growth opportunities.. The ‘Company believes that it is often the glass container
partner of choice for such multi-national consumer companies due to'its leadership in glass technology,
and its status as a high quality producer in most of the markets it serves. - B
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Manufacturing ) N . . s
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The Company believes it is a low-cost producer in the glass container segment of the North American
rigid packaging market, as well as a low-cost producer in many of the international glass segments in
which it competes. Much of this cost advantage is due to the Company’s proprietary equipment and
process technology. The Company believes its proprietary high volume glass forming machines,
developed and refined by its engineering group, are significantly more efficient and productive than those
used by-competitors. The Company’s machine development activities and.systematic upgrading of
production equipment have given it a low-cost leadership position in the glass container segment in most
.of the countries in which it competes, a key strength to competing successfully in the rigid packaging
market. o ' : o

The Company operates several machine shops that assemble high-productivity glass-forming machines
and mold shops that manufacture molds and related equipment. - :

Methods of Distribution

Due to the significance of transportation costs and the importance of timely delivery, glass container
manufacturing facilities,are generally located close.to customers. In the U.S., most of the Company’s
glass container products are shipped by common carrier to customers within a 250-mile radius of a given
production site. In addition, the Company’s glass container operations outside the U.S. export some |
products to customers beyond their national boundaries, which may include transportation by rail and
ocean delivery in combination with common carriers, ‘

Suppliers and Raw Materials '

The primary raw materials used in the Company’s glass container operatioris are sand, soda ash,
limestone and recycled glass. Each of these materials, as well as the other raw materials used to
manufacture glass containers, has historically been available in adequate supply from multiple.sources. .
For certain raw materials, however, there may be temporary shortages due to weather or other factors, _
including disruptions in supply caused by raw material transportation or production delays. . :
: RIS o o

Energy '
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The Company’s glass container operations require a continuous supply of significant amounts of energy,
principally natural gas, fuel oil, and electrical power. Adequate supplies of energy are generally available
to the Company at all of its manufacturing locations. Energy costs typically account for 15-20% of the
Company’s total manufacturing costs, depending on the factory location and its particular energy
requirements. The percentage of total cost related to energy can vary significantly because of volatility in
market prices, particularly for natural gas in particularly volatile markets such as North America. In order

£
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to limit the effects of fluctuations in market prices for natural gas and fuel oil, the Company uses - =
commodity. futures contracts related to its. forecasted requirements, principally in North America. The
objective of these futures contracts is to reduce the potential volatility in cash flows due to ¢hanging - -
market prices. The Company continually evaluates the-energy markets with respect to'its forecasted:’
energy requirements in order to optimize its use of commodity futures contracts.i If energy costs incréase -
substantially in the future, the Company could experience a correspondmg increase in operatmg costs,
Wthh may not be fu]ly recoverable through 1ncreased sellmg pnces oo :

e o
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Glass Recvclmg : Coete g i
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The Company is an important contributor to the recycling effort in the U.S. and abroad and continues to
melt substantial recycled glass tonnage in its glass furnaces. If sufficient high-quality recycled glass were
available on a consistent basis, the Company has the technology to operate using up to 90% recycled
glass: Using recycled glass in the manufactunng process reduces energy costs and prolongs the operating
life of the glass meltmg furnaces. I T C et
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PLASTICS PACKAGING PRODUCT SEGMENT. o : ST T
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The Company isa leadmg manufacturer in North America of plastic packaging mcludmg healthcare
containers, prescription containers; and closures. The’Company also has plastics packaging operations in':
Puerto Rico, Brazil, Hungary, Malaysia and Singapore. On a continuing operations basis, plastics - -

packaging sales represented 10%, 11% and 12% of the Company's consolidated net sales for the yeats "%+
ended December 31 2006 2005 and 2004 respectlvely '

PEFE . e i o LR i *

Manufacturmaand Products : T L N

The exact type of manufacturing process the Company uses is dependent on the plastic producttype'and |
package requirements. Injection blow-molding and injection molding are plastics manufacturing
processes where plastic resin in the form of pellets‘or powder is-melted and then injected or otherwise
forced under- .pressure into- a mold. The mold is then cooled and the ‘product is removed’ from the mold.
S A TR R S N TP _
"The Company’s -healthcare container unit manufactures injection blow molded plastlc contamers for -
pharmaceutical manufacturers and over—the-counter products T ety
1ot .

f_ ' . . LA l R 1..

The prescription products unit manufactures injection-molded plasttc prescrtptlon containers. These
products are sold primarily to drug wholesalers and major drug chains. Containérs for prescriptions © . ..
include vials, ovals, closures, ointment Jjars, dropper bottles and prescnptton containers demgned for

1 v e

automated filling processes. e 'j i coe Cor by e
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Injection-moldirig is used in the manufacture of plastic closures, deodorant caristers, mk cariridges- and
vials. The Company develops and produces injection-molded plastic closures and closure systems; which
typically incorporate functional features such as‘tamper evidence and child résistance or dispensing. ** °
.Other products include injection-molded containers for deodorant and toothpaste.

Compression-molding, an alternative to injection-molding which has advantages in high volume
appllcatlons is'used in manufacturing plastic closures for carbonated soft drmk and other beverage

closures that requ1re tamper evidence.s . - L . . o
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Customers .

The Company's largest customers for plastic healthcare containers include (in alphabetical order) Alcon,
Bausch & Lomb, Bristol Myers Squib, Hospira, McNeil, and Pfizer. The Company's largest customers
for prescription containers include (in alphabetical order) Albertsons, Kroger, McKesson, Medco Health
Solutions, Rite-Aid-and Walgreen. The Company's largest customers for plastic closures include (in
alphabetical order) Coca-Cola Enterprises, Cott Beverages, Nestle USA., Pepsico-and Proctor & Gamble.
. |
The Company sells most plastic healthcare containers, prescription containers and closures directly to
customers under-annual or muilti-year supply agreements. These supply agreements, except for the .
prescription containers business,-typically allow a pass-through of resin price increases and decreases. -
The Company also sells some of its products through distributors. . .

Markets and Competitive Conditions ‘ ot
Major. markets for.the Company’s plastics'packaging include consumer products and healthcare products.

. . : : AR : . . .
The Company competes with other manufacturers in the plastics packaging segment on the basis of |
" quality, price, service and product design. . The principal competitors producing plastics packaging e};re- .-
Amcor, Consolidated Container Holdings, LLC, Berry Plastics, Plastipak Packaging, inc., and Silgan
Holdings Inc. The Company emphasizes proprietary technology and products, new package development
and packaging innovation. The plastic closures segment is divided into various categories in.which
several suppliers compete for business on the basis of quality, price, service and product design. The
principal competitors producing plastic closures are Alcoa, Aptar, Berry Plastics and Rexam. = -«

In addition to competing with other established manufacturers in the plastics packaging segment, the .
Company competes with manufacturers of other forms of rigid packaging, principally aluminum cans and
glass containers, on the basis of quality, price, and service. The principal competitors producing metal
containers are Ball Corporation, Crown Holdings, Inc., Rexam plc, and Silgan Holdings Inc. The
principal competitors producing glass containers in the U.S. are Saint-Gobain Containers, Inc., a wholly-

owned subsidiary of Compagnic de Saint-Gobain, and Anchor Glass Container Corporation. The

Company alsé compéetes with manufacturers of non-rigid packaging alternatives, ingluding flexibles fdr ,

food and beverages and blister packs, in serving the pac_kaging neecds of healthcare customers.

Methods of Distribution

In the U.S., most of the Company's plastic containers, plastic closures and plastic prescription containers
are shipped by common carrier. In addition, the Company's plastics packaging operations outside the
U.S. export some products to customers beyond their national boundaries, which may include , .
transportation by rail and ocean delivery in combination with common carriers.

Suppliers and Raw Materials

oL . ; ) [ . . . . P
The Company manufactures plastic healthcare containers, closures and prescription containers using
HDPE, polypropylene, PET and various other plastic resins. The Company also purchases large
quantities of batch colorants, corrugated materials and labels. In general, these raw materials are |
available in adequate supply from multiple sources. However, for certain raw materials, there may be
temporary shortages due to market conditions and other factors.

Worldwide shi)pl_iers of plasi_ic.fesins ﬁéed in the production of plastics packaging _inc?lude Chevron

Phillips, ExxonMobil, and Total Petrochemicals. Historically, prices for plastic resins have been subject




to dramatic fluctuations. However, resin cost pass-through provisions are typical in the Company’s
supply contracts with its plastics packaging customers.

With the exception of Ampacet, Clariant and PolyOne, each of which does business-worldwide, most
suppliers of batch colorants are regional in scope. Historically, prices for these raw materials have been -
subject to dramatic fluctuations. However, cost recovery for batch colorants is included in resin pass-
through provisions which are typical of the Company’s supply contracts with its plastics packaging
customers. '

Domestic suppliers of corrugated materials include Georgia-Pacific, Intematlonal Paper, Smurﬁt—Stone
Container, Temple-Inland, and Weyerhauser. Historically, prices for corrugated matetials have not been
subject to dramatic fluctuations, except for temporary spikes or troughs from time to time.

.

Recycling

Recycling content legisiation, which has been enacted in several states, requires that a certain specified
minimum percentage of recycled plastic be included in certain new plastics packaging. The Company has

met such legislated standards in part due to its material process technology. In addition, its plastics -
packaging manufacturing plants also recycle virtually all of the internal scrap generated in the production
process . :

ADDITIONAL INFORMATION

Technical Assistance License Agreements

The Company has agreements to license its proprietary glass container technology and provide technical
assistance to 21 companies in 20 countries. In plastics packaging, the Company has such agreements with
12 companies in 9 countries. These agreements cover areas ranging from manufacturing and engineering
assistance to support in functions such as marketing, sales and administration. The worldwide licensee
network provides a stream of revenue to support the Company's development activities and gives it the
opportunity to participate in the rigid packaging market in countries where it does not already havea
direct presence. In addition, the Company's technical agreements enable it to apply "best practices”
developed by its worldwide licensee network. In the years 2006, 2005 and 2004, the Company earned
$17.8 million, $16.9 million and $21.1 million, respectively, in royalties and net technical assistance
revenue on a continuing operations basis.

Research and Development -

The Company believes it is a technological leader in the worldwide glass container segment of the rigid
packaging market. Research, developmeit, and engineering constitute important parts of the Company's
technical activities. On a continuing operations basis, research, development, and engineering
expenditures were $63.8 million, $65.4 million, and $59.0 million for 2006, 2005, and 2004, respectively.
The Company's research, development and engineering activities include new products, manufacturmg
process control automanc inspection and further automation of manufacturing act1v1tles

Environmental and Other Governmental Regulation

The Company's worldwide operations, in common with those of the industry generally, are subject to
extensive laws, ordinances, regulations and other legal requirements relating to environmental protection,
including legal requirements governing investigation and clean-up of contaminated properties as well as -
water discharges, air emissions, waste management and workplace health and safety. Capital




. . _ , ;
expenditures for'propcrty,.pfzfnt and equipment for environmental control activities were.not material
during 2006. e . . fa e '
In the U.S., Canada, Europe and elsewhere, a number of government authorities have adopted or are
considering legal requirements that would mandate certain rates of recycling, the use of recycled
materials, or limitations on of preferences for certain types of packaging. The Company believes that .
governments worldwide will continue to develop and enact legal requirements seekingto, or having the' .
effect of, guiding customer and end-consuimer packaging choices.: - S A '
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In North America, sal:.es of beverage containers are affected by governmental regulation of packégin'g,__

o

including deposit return laws. As of January 1, 2007, there were 11 U.S. states with bottle deposit laws:n -

effect, requiring consumer deposits of between 4 and 15 cents, USD, depending on the size of the

" container. In Canada, there are 8 provinces with consumer deposits between 5.and 20 cents Canadian,” .
depending on the size of the container. In-Europe a number of countries have some.form of consumer
deposit law:in effect,iincluding Austria, Belgium, Denmark, Finland, Germany, The Netherlands, -
Norway, Sweden and Switzerland. The structure and enforcement of such laws and regulations can !
impact the sales of béveragé containers in a given jurisdiction. Such laws and regulations also.impact the
availability of post-c{)nsumer recycled glass for the Company to use in container production.
A number of U.S. states and Canadian provinces have recently considered or are now considering laws .
and regulations to en:courage curbside, deposit return, and on-premise recycling. Although there isino
clear trend in the dircction of these state and provincial laws and regulations, the Company believes that
U.S. states and Canadian provinces, as well as municipalities within those jurisdictions, will continue to
adopt recycling laws which will affect supplies of post-consumer glass cullet. As a large user of post-
consumer cullet for bottle to bottle production, the Company has an interest in laws and regulations
impacting supplies of such material in its markets. : .

'
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The European Union Emiséiohs Trading Scheme ("EUETS") commenced January 1, 2005: The EU has
committed to Kyoto Protocol emissions reduction targets and the EUETS is intended to facilitate such

reduction. The Company's manufacturing installations which operate in EU countries will need to restrict ~

the volume of their CO2 emissions to-the level of their individually allocated Emissions Allowance§ as
set by country regulators. 1If the actual level of emissions for any installation exceeds its allocated
allowance, additional allowances can be bought on the market to cover deficits; conversely, if the actual -

level of emissions for such installation is less than its allocation, the excess allowances can be sold.on the

same market.- While no material effect is anticipated as a result of the EUETS, the Company has S('):ld a
limited quantity of excess CO2 emissions allowances in the open market during 2006. e

1
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The Company is ungble to predict what environmental legal requirements may be adopted in the future.
However, the Company continually monitors its operations in relation to environmental impacts.and
invests in environmentally friendly and emissions reducing projects. As such, the Company has made -
significant expenditures for environmental improvements at certain of its factories over the last several
years; however, these expenditures did not have a material adverse affect on the Company’s results of .
operations. While not expected to be material, the compliance costs associated with legal environmental
requirements are expected to continue. : S

Intellectual Probel‘ty Rights R . Rt .I ..
The Company has a large number of patents which relate to a wide variety of products and processes, has
a substantial number of patent applications pending, and is licensed under several patents of others:
While in the aggregate the Company's patents are of material importance to-its businesses, the Corr‘llpany
o : S SR
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does not consider that any patent or group of patents relating to a particular product or process is of *.
material importance when judged from the standpoint of any segment or its businesses as a whole.. .. .

The Company has a number of intellectual property rights, comprised of both patented and proprietary.
technology, that make the Company's glass forming machines more efficient and productive than those
~used by our competitors. In addition, thé efficiency of the Company's glass forming machines is i
“enhanced by the.Company's overall approach to cost efficient manufacturing technology, which extends
from batch house to warehouse. This technology is proprietary to the Company through a combmanon of
issued patents, pendmg apphcanons copyrights, trade secret and propnetary know how.
Upstream of the glass forming machines, there is technology to deliver molten glass to the forming "~ ..
machine at high rates of flow and fully conditioned to be homogeneous in consistency, viscosity and -
temperature for efficient forming into glass containers. The Company has proprietary know-how.in- - .
(a) the batch house, where raw materials are stored, measured and mixéed, (b} the furnace control system
and furnace COI’l’lbLlSthl’l and (c) the forehearth and feedtng system to deliver such homogeneous glass tor.
the forming machlnes B : o o e e '
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In the Company s glass container manufacturing processes, computer control and electro-meehamcal
mechanisms are commonly used for a wide variety of applications in the forming machines and auxiliary
processes. Various patents held by the Company are directed to the electro-mechanical mechanisms and
related technologies used to control sections of the machines. Additional U.S.:patents held by the
Company and various pending applications are-directed to the technology used-by the Company for the .
systems that control the operation of the forming machines and many of the. component mechanisms that
are embodted in the machme systems. . N
. 3 o : 4 . ! [ T :
Downstream of the glass forming machines, there is patented and unpatented technology for:ware -
handling, annealing, coating and- mspectlon whtch further enhance the overall efﬁc1ency of the
mannfacmrmgprocess S : I R
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" While the above patents and mtellectual property rlghts are representatrve of the technology used in the
Company's glass manufacturing operations, there.are numerous other pending patént applications, trade
secrets and other proprietary know-how and technology, as supplemented by administrative and
operational best practices, which contribute to the Company's competitive advantage. As noted above,
howevér, the Company does not consider that any patent or group of patents relating to a particular -.
product or process is of material 1mportance when Judged from the standpomt of any segment or’its .
businesses as a whole: & s S

) Sea'sonality' : S ‘ '
Sales of pamcular.glass container and plastics, packagmg products such as beer food and beverage -
containers and closures for beverages are seasonal. Shipments in the U.S. and Europe are typ1cally T
greater in the sécond and third quarters of the year, while shipments in the Asia Pacific. regton are .
typtcally greater in the first and fourth’quarters of the year, and- shtpments in South Amenca are typtcally
greater in the thlrd and fourth quarters of the year. e e ’

Employees. ‘ : B ' SO

The Company’s worldwide operations’employed approximately 28,000 persons as of December 31, 2006
- Approximately 66% of North American employees are hourly workers' covered by collective bargaining

agreements, The principal collective bargammg agreement, which at December 31, 2006, covered .

approximately 74% of the Company’s union-affiliated employees in North America will expire on March

v

A

10




- 31, 2008.: Approximately:68% of employees in South America are covered by collective bargaining
agreements with an average term of approximately‘two years. In addition, a large number of the
Company’s employees are employed in countries in which employment laws provide greater bargaining
or other rights to employees than the laws ofithe U.S:-Suchémployment rights-require the Company. to
work collaboratively with the legal representatives of the employees to effect any changes to labor

. arrangements. . The Company considers its-employée rélations to:be good and does.not anticipate any : -

material work stoppages-in the.néar.term.! .. cdrares e I N
Executive Officers of the Registrant
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Name and Age o Position '
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Albert P..L. Stroucken (59). s o 2, e t’s *Chairman and Chief Executive Officersince
wey; U Tac t,nb sied « fenenn'. ge oo, December 2006. He préviously served as Chief

R NP R AL ML SERL PU2Y DS Executive Officér.of HB Fuller Company, a. .
manufacturer of adhesives, sealants, coatings, paints
and other specialty chemical products 1998-2006,

: . st L 1 .. Yisoe oo and Chairman of HB Fuller Company from 1999-
Vo e e e e b 20060 ' R YR LU
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Edward C: White (59)...i i, T Chief Financial Officer:since 2005; Senior. Vice .+
o vle Tt s, ! et -Presidentand Director of Sales-and Marketing for O
N S 0. .ot 0% e .4ty 1Europe 2004-2005; Senior Vice President since--

S+ ouedie o L.ty - 2003; Senior Vice President of Financeand: 1
I TN SR RS SR - Administration 2003-2004; Controller 1999-2004;

4. .+ - Vice President:2002-2003. - .. i Ll
~ James W, Baehren (56) .. 1 it ..t - Senior Vice President Strategic Planning since 2006;
S i Sttt an Chief Administrative Officer 2004-2006; Senior. .
Voot L £ wwee .ot oo <o Vice President.and General Counselsince 2003; . -
B T B U S PR Corporate.Secretary since 1998; Vice.President and
ced ver s v geewswt hi o Director of Finance:2001-2003. o o T e
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Joseph V. .Conda (65).... 0 dtimeeniecnecidi 0 President of Healthcare Packaging.and Prescription
IR o ytee.t o a. . on o wnProducts since 2004; Vice Presidentisince 1998;..- +

R Vice President and General Manager of Prescription .
Products 2000-2004.
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L. Richard:Crawford (46). /4. ...t biiin s ... President, Global Glass Operations since 2006;

My . fe et i o2, - - President, Latin America Glass 2005-2006; Vice'
President; Director of Operations and Technology -
) . for O-1 Europe 2004-2005; Vice President of Global
it e Ctewe . 4., o Glass Tectinology 2002-2004; Vice President;

v e futerads oo+ 0o Manufacturing Manager of.Domestic Glass" _
b, o0 Gt f, st g R PR Container 2000-2002. -~ - v IR
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Michael Paparone (53)....50. i .L.o.1..:n " President, Closire and Specialty Products since "%,
LIOAUS e o T Lt e e .. .:2006; General-‘Manager of Prescription Products +
‘ Ta ey v i . 2004-2006; Chief Executive Officerof 1 .

Invironmentalists, a commercial floor covering
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distribution and service subs:dlary of invista 2002-
2004, "

Financial Information about Foreign and Domestic Operations .

lnformatlon as to net sales, Segment Operating Profit, and assets of the Company's product and
geographic segments is included in Note 21 to the Consolidated Financial Statements.

ITEM 1A. RISK FACTORS

Asbestos-Related Contingent Liability —~ The Company has made, and will continue to make,
substantial payments to satisfy claims of persons alleging exposure to asbestos-containing products
and may need to record additional charges in the future for estimated ashestos-related costs. These
substantial payments have affected and may continue to affect the Company’s cost of borrowing
and the ability to pursue acquisitions.

The Company is one of a number of defendants in a substantial number of lawsuits filed in numerous
state and federal courts by persons alleging bodily injury (including death) as a result of exposure to dust
from asbestos fibers. From 1948 to 1958, one of the Company's former business units commercially
produced and sold approximately $40 million of a high-temperature, calcium-silicate based pipe and
block insulation material containing asbestos. The Company exited the pipe and block insulation
business in April 1958. The traditional asbestos personal injury lawsuits and claims relating to such
production and sale of asbestos material typically allege various theories of liability, including
negligence, gross negligence and strict liability and seek compensatory and in some cases, punitive
damages in various amounts (herein referred to as "asbestos claims").

The Company believes that its ultimate asbestos-related liability (i.e., its indemnity payments or other
claim dispositien costs plus related legal fees) cannot be estimated thh certainty. Beginning with the
initial liability of $975 million established in 1993, the Company has accrued a total of approximately
$3.11 billion through 2006, before insurance.recoveries, for its asbestos-related liability. The Company’s
ability to reasonably estimate its liability has been significantly affected by the volatility of asbestos-
related litigation in the United States, the expanding list of non-traditional defendants that have been sued
in this litigation, the large number of claims asserted or filed by parties who.claim prior exposure to
asbestos materials ‘but have no present physical impairment as a result of such exposure, and the
significant number of co-defendants that have ﬁled fm: bankruptey. )

The Company conducted a comprehensive review of its asbestos-related liabilities and costs in connectlon
with finalizing and reporting its results of operations for the year ended December 31, 2006 and
concluded that an increase in its reserve for future asbestos-related costs in the amount of $120.0 million
was requ1red

The ultimate amount of distributions which may be required to be made by the Company to fund the
Company’s asbestos-related payments cannot be estimated with certainty. The Company’s reported
results of operations for 2006 were materially affected by the $120.0 million fourth quarter charge and
asbestos-related payments continue to be substantial. Any future additional charge may likewise
materially affect the Company’s results of operations for the period in which it is recorded. Also, the
continued use of significant amounts of cash for asbestos-related costs has affected and may continue to
affect the Company’s cost of borrowing and its ability to pursue global or domestic acquisitions.

ES

12




Substantial Leverage -~ The Company’s shbstantiél indebtedness could adversely affect the 0o

Company’s financial health.
The Company has a significant amount of debt. As of December 31, 2006, the Company had
approximately $5.5 billion of total debt outstanding. The Company's substantial indebtedness could
result in the.following consequences: . .. 3 -
e _Increased vulnerability to general adverse economic and industry conditions;
o Increased vulnerability to interest rate increases for the portion of the unhedged and fixed'rate
borrowing swapped into variable rates; : ‘ - v ;
¢ Require the Company to dedicate a substantial portion of cash flow from operations to payments
on indebtednzss, thereby reducing the availability of cash flow to fund working capital, capital
. expenditures, acquisitions, development efforts and other general corporaté purposes;
¢ Limited flexibility in’plagmi'n’g for, or reacting to the Company’s competitors that have less debt;
and : : . oL .
e Limit, along with the financial and other restrictive covenants in the documents governing our
indebtedness, among other things; the ability to borrow additional funds.

« .

Ability to Service Debt—To service its indebtedness, the Company will require a significant amount
of cash. The Company’s ability to generate cash depends on many factors beyond its control.
The Company’s ability to make payments on and to refinance its indebtedness and to fund working
capital, capital expenditures, acquisitions, development efforts and other general corporate purposes
depends on its ability to generate cash in the future. The Company has no assurance that it will generate
sufficient cash flow from operations, or that future borrowings will be available under the secured credit
‘agreement, in an-amount sufficient to enable the Company to pay its indebtedness, or to fund other
liquidity needs. If short term interest rates increase, the Company’s debt service cost will increase because
some of its debt is subject to short term variable interest rates. At December 31, 2006, the Company’s
debt subject to variable interest rates, including fixed rate debt swapped to variable rate, represented
approximately 47% of total debt. - _ ' .t

The Company may need to refinance all or a portion of its indebtedness on or before maturity. If the
Company is unable to generate sufficient cash flow and is unable to refinance or extend outstanding
‘borrowings on commercially reasonable terms or at all, it may have to: '
e Reduce or delay capital expenditures planned for replacements, improvements and
_ expansions; ' ' )
o Sell assets; . . . L
¢ Restructure debt; and/or .
:. ® «-Obtain additional debt or equity financing.
Lot . . ra . . . .
The Company can provide no assurance that it could effect or implement any of these alternatives on
satisfactory terms, if at all. .
Debt Restrictions—-The Company may not be able to finance future needs or adapt its business
plans to changes béecause of restrictions contained in the secured credit agreement and the
indentures and instruments governing other indebtedness.

The secured credit agreement, the indentures governing secured and unsecured notes and debentures, and
certain of the agreeiments governing other indebtedness contain affirmative and negative covenants that
limit the ability of the Company to take.certain actions. For example, some of these indentures restrict,
among other things, the ability of the Company and its restricted subsidiaries to borrow money, pay

1
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dividends on, or redeem or repurchase its stock, make investments; create liens, enter into certain . @ »i..
transactions with affiliates and sell certain assets or merge with or into other.compdnies. These - 1+
restrictions could adversely affect the Company s ability to operate its businesses-and may limit its ability

to take advantage of potential businéss Opponumttes as they arise. -~ . e T IV

A !-‘!' L T N AT, ST Y
Failure to comply with these or other covenants and restrictions contained in the secured credit 4 = 1 ...
agreement, the indentures or agreements governing other indebtedness could result in a default under:
those agreements, and the debt under those agreements, together with accrued interest, could.then be
declared immediately due and payable. If a default occurs under thé secured credit agreement, the lenders
could cause all of the outstanding debt obligations under such secured credit agreement to become due
and payable, which would result in a default under a number of other outstanding debt securities and
could lead to an acceleration of obligations related to these debt securities: A" default under the secured
credit agreement, indentures-or agreements governing other indebtedness could also lead to an __ -
acceleration of debt under other debt 1nstruments that contain cross acceleration or cross- default .

provisions. . e .. b .

International Operations — The Company is subject to r_i-sks associated with operatin;g in fo'reign
countries. - . S o mm . . C e

& - Lo i 4ot

L

. .
'3 ‘I 2t

The Company operates manufacturmg and other facrl1t|es throughout the world. Net sales from
international operations totaled approximately. $4.9 billion, representing approximately. 66% of| the, o5
Companys net sales for the year.ended December 31, 2006 As a result of its international operatlons

the Company is subject to risks associated with operatmg in forelgn countries, 1nclud1ng T

# Political, social.and .economic instability; - RS r it _1. IR
e War, civil drsturbance or acts of terrorism; : W R
* Taking of property by nationalization or expropnatron wrthout fair compensatmn R R TR &
¢ Changes in government policies and regulations; . * o vr L b, et Lt
¢ Devaluations and fluctuations in currency exchange rates;.- A P R T
e Imposition of limitations on conversions of foreign currencies into dollars or rem:ttam:e ofi. @

dividends.and other payments by foreign subsidiaries;
¢ - Imposition or increasé of wrthholdmg and other taxes on remrttances and other payments’by

4 foreign subsidiaries; - - - N P T
* Hyperinflation in certain foreign couritries; and-  ~+ .~ A R R NG
* lmpositions or increase of investment and othet restnctnons ot requtrements by forergn
governments. il

The risks associated with operating in foreign countries may have a materral adverse effect on operauons
" NI
Competition — The Company faces intense competltlon from other glass container producers, as
well as from makers of alternative forms of packagmg Competltwe pressures could adversely
affect the Company s financial health. - =« - ‘. » S TR O R T N
. » 'y ‘o f4.-’_.l,' .

The Company is subject to significant competition from other glass container producers as well-as from
makers of alternative forms of packaging, such as aluminum cans and plastic contairiers:*The.Company
competes with each rigid packaging competitor on the basis of price, quality, service and the marketing -
attributes of the container and the closure. Advantages or disadvantages in any of these:competitive = .- ;
factors may be sufficient to cause the customer to consrder changmg suppliers and/or usmg an altemauve
formofpackagmg o o o oo IS o

S I ) ' + RTINS ' LR T e
In addmon to compeung wrth other large, well- establrshed manufacturers in theaglass container.segment, -
the Company:competes with manufacturers of-other forms of-rigid.pacKaging; principally:aluminum cans
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and plastic containers, on the basis of quality, price and-service. The Company .also competes with
manufacturers of non-rigid packaging alternatives, including flexible pouches and aseptic cartons, in -,
serving the packaging needs of juice customers.

Pressures from competitors and producers of alternative forms of packagihg have resulted in excess
capacity in certain countries in the past and have led to significant pricing pressures in the rigid packaging
market. - . co ; : o ‘

+ f [ * . . te
High Energy Costs — Higher energy costs worldwide and interrupted power supplies may have a
material adverse effect on operations. e ‘

Electrical power and natural gas are vital to thé Company’s operations as it relies on a continuous power
supply to conduct its business. In 2004, 2005, and 2006, higher energy costs worldwide negatively
impacted the Company’s glass container segment operating profit by $22.8 million, $75.7 million, and
$153.5 million, respectively on a year-over-year basis. If energy costs substantially increase in the future,
the Company could experience a significant increase in operating costs, which may have a material
adverse effect on operations. .

Business Integration Risks — The Company may not be able to effectively integrate BSN or .
additional businesses it acquires in the future. L. :
In addition to the acquisition.of BSN Glass pack S.A. (“BSN™) on June 21, 2004 (“BSN Acquisition”),
the Company may consider strategic transactions, including acquisitions that will complement, strengthen
and enhance growth in its worldwide glass and plastics packaging operations. The Company evaluates
opportunities on a preliminary basis from time to time but: these transactions may not advance beyond the
preliminary stages or be completed. ' The acquisition of BSN and strategic transactions, including any
future acquisitions, are subject to various risks-and uncertainties, including: - R
e The inability to integrate effectively the operations, products, technologies and personnel of the .;-
acquired companics (some of which are located in diverse geographic regions) and achieve,
expected synergies; . - : ' '
e The potential disruption of existing business and diversion of management’s attention from-day-
to-day operations; s ' . ' oo
¢ * The inability to maintain uniform standards, controls, procedures and policies;
¢ The need or obligation to divest portions of the acquired companies; and
e The potential impairment of relationships with customers. ‘ I
In addition, the Company cannot make assurances that the integration and consolidation of newly’
acquired businesses, including BSN, will achieve'any anticipated cost savings and operating synergies.

Customer Consolidation — The continuing ¢onsolidation of the Company’s customer base may
intensify pricing pressures and have a material adverse effect on operations. C
Since the early 1990s, many of the Company’s largest customers have acquired companies with similar or
complementary product lines." This consolidation has increased the concentration of the Company’s
business with its largest customers. In many cases, such consolidation has been accompanied by pressure
from customers for lower prices, reflecting the increase in the total volume of products purchased or the
elimination of a price differential between the acquiring customer and the company acquired. Increased
pricing pressures from the Company’s custommers may have a material adverse effect on operations.

)
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Seasonality and Raw Materials < Proﬁtablllty could be affected by varied seasonal demands and
the availability of raw materials. - - : . . .

Due principally to the seasonal nature of the brewing, iced tea and other beverage industries, in which
demand is stronger during the summer months, sales of the Company’s products have varied and are
expected to vary by quarter. Shipments in the U.S. and Europe are typically greater in the second and -
third quarters of the year, while shipments in the Asia Pacific region are typically greater in the first and -
fourth quarters of the year, and shipments in South America are typically greater in the third and fourth
quarters of the year. Unseasonably cool weather during peak demand periods can reduce demand for
certain beverages packaged in the Company’s containers.

The raw materials that the Company uses have historically been available in adequate supply from
multiple sources. For certain raw materials, however, there may be temporary shortages due to weather
or other factors, including disruptions in supply caused by raw material transportation or production
delays. These shortages, as well as material increases in the cost of any of the pnnmpal raw malerials that
the Company uses, may have a material adverse effect on operations.

Environmental Risks — The Company is subject to various environmental legal requirements and
may be subject to new legal requirements in the future. These requlrements may have a material .
adverse effect on operations.

The Company’s operations and properties, both in the U.S. and abroad, are subject to extensive laws, - .
ordinances, regulations and other legal requirements relating to erivironmental protection, including legal
requirements governing investigation and clean-up of contaminated properties as well as water
discharges, air emissions, waste management and workplace health and safety. Such legal requirements
frequently change and vary among jurisdictions. The Company’s operations and properties, both in the -
U.S. and abroad, must comply with these legal requlrements These requirements may have a material
adverse effect on operations. . :

The Company has incurred, and expects to incur, costs for its operations to comply with environmentat
legal requirements, and these costs could increase in the future. Many environmental legal requirements
provide for substantial fines, orders (including orders to cease operations), and criminal sanctions for
violations. These legal requirements may apply to conditions at properties that the Company presently or
formerly owned or operated, as well as at other properties for which the Company may be responsible,
including those at which wastes attributable to the Company were disposed. A significant order or
judgment against the Company, the loss of a significant permit or license or the imposition of a
significant fine may have a material adverse effect on operations.

A number of governmental authorities both in the U.S. and abroad have enacted, or are considering, legal ,
requirements that would mandate certain rates of recycling, the use of recycled materials and/or ’
limitations on certain kinds of packaging materials such as plastics. In addition, some companies with
packaging needs have responded to such developments and/or perceived environmental concerns of
consumers by using containers made in whole.or in part of recycled materials. Such developments may
reduce the demand for some of the Company’s products and/or increase the Company’s costs, which may
have a material adverse effect on operations.

Labor Relations — Some of the Company s employees are umomzed or represented by workers’
councils. .

The Compan:} is party to a number of collective bargaining agreements with labor unions which at .
December 31, 2006, covered approximately 66% of the Company’s employees in North America and
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approximately 68% of the employees in South America. The agreement covering substantially all of the
Company’s union-affiliated employees in its U.S. glass container operations expirestin 2008. Agreements
in South America typically have an average term of approximately two-ycars. Upon the expiration of any
collective bargaining agreement, if the Company is unable to negotiate acceptable contracts with labor
unions, it could result in strikes by the affected workers and increased operating costs as a result of higher
wages or benefits paid-to union members. In addition, a large number of the Company’s employees are -

~ employed in countries in which employment laws provide greater bargaining or other rights to-employees
than the laws of the U.S. Such employment rights require the Company to work collaboratively with the
legal representatives of the employees to effect any changes to labor arrangements. For example, most of
the Company’s employees in Europe are represented by workers’ councils that must approve any changes
in conditions of employment, including salaries and benefits and staff changes, and may impede eftorts to
restructure the Company’s workforce. Although the Company believes that it has a good working
relationship with its employees, if the Company’s employees were to engage in a strike or other work
stoppage, the Company could experience a significant disruption of operations and/or higher ongoing
labor costs, which may have a material adverse effect on operations. - ‘
Accounting — The Company’s financial results are based upon estimates and assumptions that may
differ from actual results. I ' h]

In preparing the Company’s consolidated financial statements in accordance with U.S. generally acc¢pted
accounting principles; severa! estimates and assumptions are made that affect the accounting for-and
recognition of assets, liabilities, revenues and expenses. These estimates and assumptions must be made
because certain information that is used in the preparation of the Company’s financial statements is
dependent on future events, cahnot be calculated with a high degree of precision from data available or is
not capable of being readily calculated based on generally accepted methodologies. In some cases, these
estimates are particularly difficult to determine and the Company must exercise significant judgment.
The Company believes that accounting for pension benefit plans, contingencies and litigation, goodwill,
and deferred tax assets involves the more significant judgments and estimates used in the preparation of
its consolidated financial statements. Actual results for all estimates could differ materially from thé
estimates and assumptions that the Company uses, which could have a material adverse effect on the
Company'’s financial condition and results of operations.

Accounting Standards — The adoption of new accouhting standards or interprefations could
adversely impact the Company’s financial results. ‘

The Company’s implementation of and compliance with changes in accounting rules and interpretations
could adversely affect its operating results or cause unanticipated fluctuations in its results in future
periods. The accounting rules and regulations that the Company must comply with are complex and
continually changing. Recent actions and public comments from the SEC have focused on the integrity of
financial reporting generally. The Financial Accounting Standards Board, or FASB, has recently
introduced several new or proposed accounting standards, or is developing new proposed standards,
which would represent a significant change from current industry practices. For example, in July 2006,
the Financial Accounting Standards Board issued Interpretation No. 48 (“FIN 487}, “Accounting for
Uncertainty in Inc_orﬁé Taxes”. This interpretation was issued to clarify the accounting for uncertainty in
income taxes recognized in an enterprise’s financial statements in accordance with FAS No. 109,
“Accounting for Income Taxes”, FIN 48 defines criteria that an individual tax position must meet for any
part of the benefit of that position to be recognized in an enterprise’s financial statements and also |
includes requirements for measuring the amount of the benefit to be recognized in the financial
statements. FIN 48 is effective for fiscal years beginning after December 15, 2006, therefore the
Company will adopt its provisions effective as of January 1, 2007. The Company has not yet determined
the impact of adopting FIN 48, In addition, many companies’ accounting policies are being subject to

:
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heightened scrutiny by regulators and the public. While the Company believes that its financial
statements have been prepared in accordance with U.S. generally accepted accounting principles, the
Company cannot predict the 1mpact of future changes to accountmg principles or its accountmg p011c1es
on its ﬁnanc:al statements gomg forward. . - : .
7 Goodw:ll - A significant wnte down of goodwill would have a material adverse effect on the
Company’s reported results of operations and net worth,

As required by FAS No. 142, “Goodwill and Other Intangibles,” the. Company evaluates goodwill - . .
annually (or more frequently if impairment indicators arise) for impairment using the required business
valuation methods. These methods include the use of a weighted average cost of capital to calculate the
present value of the expected future cash flows of the Company’s reporting units. Future’changes in the -
cost of capital, expected cash flows, or other factors may cause the Company’s goodwill to be impaired, .
resulting in a non-cash charge against results of operations to write down goodwill for the.amount.of the
impairment. If a significant write down is required, the charge would have a material adverse effect.on
the Company’s reported results of operations and net worth.

4’.

ITEM lB. UNRESOLVED STAFF COMMENTS
None. . - 2 - o - -

ITEM2. . PROPERTIES,
The principal manufacturing facilities and other material important physical properties of the continuing
operations of the Company at December 31, 2006 are listed below and grouped by product segment All
properties shown are owned in fee except where otherwise noted. - P Lo
Glass Containers ‘ .
North American Operations . _ . o i
United States . . t ' ) -
Glass Container Plants : g - ‘ - P

Atlanta, GA , Qakland, CA
Auburmn, NY . .. Portland, OR
Brockway, PA Streator, IL.. .
Charlotte, MI Toano, VA '
-+ Clarion, PA ° C e Tracy, CA
Crenshaw, PA . . Waco, TX
Danville, VA S .. Wmdsor, CO . . :
Lapel, IN ‘ W Winston-Salem, NC C e
Los Angeles, CA -~ ... « . .  Zanesville, OH . .- A
Muskogee oK. : : :
MachmeShops o et . .
Brockway, PA . . S e e
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North American Opémtians (continued)

Canada
Glass Container Plants
Brampton, Ontario
‘Lavington, British Columbia
Montreal, Quebec

Asia Pacific Operdtions
Australia
Glass Container Plants
Adelaide
Brisbane

Mold Shop
Melbourne
China
Glass Container Plants
Guangzhou
Shanghai

Mold Shop
Tianjin

Indonesia
Glass Container Plant
Jakaria

New Zealand
Glass Container Plant
Auckland

European Operations
Czech Republic
Glass Container Plants
Sokolov

Estonia .
'Glass Container Plant
" Jarvakandi

Finland. -
Glass Container Plant
Karhula

France
" Glass Container Plants
- Beziers
Gironcourt
Labegude

Scoudouc, New Brunswick TR it
Toronto, Ontario -~ ‘-

Melbourne ¢ .
Sydney B

Tianjin
. Wuhan

pe

Teplice et e

Reims (2 plants) *
Vayres
Veauche' . %
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European Operations (continued)

Puy-Guillaume

.

Germany .
Glass Container Plants
Achern . T
Bernsdorf
Hungary :
Glass Container Plant
On‘)shaza‘
Ttaly
Glass Container Plants
Asti )
Bari (2 plants)
"Bologna
Latina
Trapani
~ Napoli
Mold Shop
Napoli
The Netherlands
Glass Container Plants
Leerdam
Maastricht
Poland e
Glass Container Plants
Antoninek
Spain s
Glass Container Plants
Alcala
United Kingdom .

- Glass"Contqiner Plants

Alloa

kS

Machine Shop
Birmingham

‘South American QOperations

Brazil _

Glass Container Plants .

Rio de Janeiro

(glass container and téb]eWare)

20

Wingles

. Holiminden

Stoevesandt

Pordenone
Terni.
Trento

" Treviso

Varese'

Schiedam

Jaroslaw

Barcelona

Harlow

Sao Paulo



South Aniericqn Operations (continued)

Mold Shop
" Manaus

- Colombia |
Glass Container Plants
Envigado
Soacha

Tableware Plant
Buga

Machine Shop
Cali

Ecuador
:-Glass Container Plant '
- Guayaquil

Peru -
Glass Container Plant
- Callao :

Venezuela
Glass Container Plants
. Valencia™ . ° )

Plastics Packaging .
North American Operations -
United States
Berlin, OH (1)
Bowling Green, OH
Brookville, PA
" Constantine, MI
Erie, PA
‘Franklin, IN
Greenville, SC

Puerto Rico
Las Piedras

Asia Pacific Operations
Malaysia
Johor Bahru (2)°

. Singapore
‘ . " Singapore (2)

Zipaquira (glaés container and flat glass)

. {/alera

Hamlet, NC
Hattiesburg, MS
Nashua, NH

Rocky Mount, NC
Rossville, GA (2)
Washington, NJ (2)
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ITEM 4. SUBMISS[ON OF MATTERS TO A VOTE OF SECURITY HOLDERS

European Operations : ws
Hungary . : : _
Gyor (2) L

" South American Operations
Brazil
Sao Paulo 7 ‘ S,

Corporate Facilities - ‘
Perrysburg, OH (2) :

In addition, a glass container plant in Lurin, Peru’'is under construction. : VS

(I} This facility is financed in whole or in part under tax-exempt financing agreemen}s.;
(2) This facility is leased in whole or in part.

The Company believes that its facilities are well maintained and currently adequate for its plarmed
production requirements over the next three to ﬁve years.

ITEM 3. LEGAL PROCEEDINGS

For further information on legal proceedings, see Note 20 to the Consolidated Financial Statements and
the section entitled “Environmental and Other Governmental Regulation” in Item 1.

No matter was submitted to a vote of security holders durmg the last quarter of the fiscal year- ended
December 31, 2006. A P "

-

‘o L)
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PART 11

ITEMS. - MARKET FOR REGISTRANT’S COMMON STOCK AND RELATED

SHARE OWNER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES . '* ‘

The price range for the Company’s common stock on the New York Stock Exchange, as reported by
National Association of Securities Dealers, was as follows: "«

2006 S 2005

. High - Low High Low .

“““First Quartét - §2250 $ 1651 $ 2668 2025

“**Second Quarter ' - 18.66 15.51 27.19 2262
Third Quarter 16.86 13.10 27.50 - 20.05

‘Fourth Quarter ~19.69 14.85 22.35, 17.56 '
_.T-he subsection entitled “Performance Grapﬁ” which is included in the Proxy Statement is i
incorporated herein by reference. '

-

" The number of share owners of record on January 31, 2007 was 1,252. Approximately 94% of the
outstanding shares were registered in the name of Depository Trust Company, or CEDE, which held such
shares on behalf of a number of brokerage firms, banks, and other financial institutions. The shares’

. attributed to these financial institutions, in turn, represented the interests of more than 25,000 unidentified
beneficial owners. No dividends have been declared or paid since the Company’s initial public offering,

. in December 1991 and the Company does not anticipate paying any dividends in the near future. For,
restrictions on payment of dividends on common stock, see Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Capital Resources and Liquidity — Current and ang' ‘

Term Debt and Note 6 to the Consolidated Financial Statements. .

co )
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ITEM 6. - SELECTED FINANCIAL DATA

The selected consolidated financial data presented below relates to each of the five years in the period

ended December 31, 2006. The financial data for each’of the five years in the period ended December 31

1

2006 was derived from the audited consolidated financial statements of the-Company. For more * -
information, see the “Consolidated Financial Statements” included elsewhere in this dociment. A

- Years ended Decémber 31,

: ‘ 2006 2005 2004 2003 2002
Consolidated operating results (a):- {Dollar amounts in millions) - <
Neisales P §'7420 § 70790 61284 S 49756 § 46212
Other revenue (b) 101.5 110.7 - .135.0 90.2 ~ 1100
‘ 75235 7,189 6,263.4 50658 47312
. Costs and expenses: ' ' o
Manufacturing, shipping ‘ A T s
I and delivery (c) .t 6,084.0 - 5,719.5 49184 39679 . 35729
Research, engineering, T R AR - -
selling, administra- ‘ Lt n ;
tive and other (d) 808.7 1,222.1 659.8 1,106.1 - 848.6
Eamings (loss) before interest - - ' :
expense and items below S 6308 . 2481 6852 . 82)  309.7
Interest expense () ~ . 4882 - 466.7 4749 429.8 3722
Eamnings (loss) from continuing -~ -+ - S : : T B
. operations before items below 1426 "7 -(218.6) 2103 - (438.0) - (62.5)
Provision (credit) for income B T
taxes () - 1265 3671 5.9 (133.7) ~ (49.8)
Minority share owners' : ‘ _
interests in earnings L
. of subsidiaries . 43.6 359 32.9 258 © 255
Ealmngs (loss) from contmumg :
+ operations before
" curmulative effect of ,
. accounting change A (27.5) .(621.6) 171.5 (330.1) (38.2)
Net earnings (loss) of - b
. discontinued operations (g) - 63.0 64.0 (660.7) . 38.0
Cumulative effect of . . : ,
; accounting change (h) ) (460.0)
Net carnings (loss) $ (275) 'S (558.6) - § 2355 -8 (990.8). $ (460.2)
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Basic earnings (loss) per share of v

common stock:

Eamings (loss) from
continuing operations
before cumulative effect of
accounting change

Net earnings (loss) of
discontinued operations

Cumulative effect of
accounting change

Net eamnings (loss)

Weighted average shares
outstanding (in thousands)

Diluted earnings (loss) per share of
common stock:
Earnings (loss) from
continuing operations
before cumutlative effect of
accounting change .
Net earnings {loss) of
discontinued operations
Cumulative effect of
accounting change

Net earnings (loss)

Diluted average
shares (in thousands)

Years ended December 31,

2006 2005

2004 . 2003 2002
(Dollar amounts in miilions, except per share data)
$ (032) $ @42 §$ 101 $ - (239 $ (04D
041 . 044 (4.50) 0.26
C(3.14)
S (032) $ (385 $ 145 3 (689 $ (3.29)
Y 152071 . 150,910 147,963 146,914 146,616
$ (032 $ (426 $ 100 $ (239 $ (04D
041 043 . (4.50) 0.26
(3.14)
$ (032) . 8§ (385 § 143

L8 (689 $  (3.29)

| 150,910 149,680 146,914 l 146,616

152,071

1
y
.1

The Company’s convertible preferred stock was not included in the computation of 2004 diluted earnings
per share since the result would have been antidilutive. Options to purchase 5,067,104 weighted average
shares of common stock which were outstanding during 2004 were not included in the computation of
diluted earnings per share because the options’ exercise price was greater than the average market price of
the common shares. For the years ended December 31, 2006, 2005, 2003 and 2002, diluted eamings per
share of common stock are equal (o basic earnings per share of common stock due to the net losses.

v
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Yeérsm ended December 31,

Lo 2006 2005 . 2004 2003

f.: . 2002
R ' " " (Dollar amounts in millions) -
Other data:
The following are included in o
net earnings: oo . B
Depreciation g 469.0 $ 4802 § 4360 % 3919 $ 353
Amortization of intangibles . 273 - 278 238 - 214 21.
Amortization of deferred | S
finance fees (included ‘ 7
in interest expense) _ 12.9 16.0 - 150 , o 14;4_"_ ' 16.
Balance sheet data (at end of period): ., . ca
* Working capital {(current assets ~ $ 67 S 460 % 494 - § 758 $ 59
less current liabilities) ' A
.1 Total assets . o 9321 9,522 - 10,737 © 9,531 9,869
Total debt - . 5,457 - 5,297 5,360 5,426 5,344
Share owners' equity 357 . 724 1,544 1,003 1,671}
(a) Amounts for the year ended December 31, 2004 include the results of BSN from the date of
acquisition on June 21, 2004.
(1) Other revenue in 2006 includes a gainof $15.9 million (81 l 2 mllllon after tax) for the curtailment of
postretlrement benefits in The Netherlands,
Other revenue in 2005 includes $28.1 million (pretax and after tax) from the sale of the Company s
glass contamer facility in Corsico, Italy.
Other revenue in 2004 includes: (l) a gain of $20.6 million ($14.5 million after tax) for the sale of
certain real property, and (2) a gain of $31.0 million ($13.1 million after tax) for a restructurmg in the
[talian Specialty Glass business. o g A
(c) = Amount for 2006 includes a loss of $8.7 million ($8.4 million after tax) from the mark to market
effect of natural gas hedge contracts.
Amount for 2005 mcludes a gam of $3.8 million (523 mllllon after tax) from the mark to market
effect of natural gas hedge contracts. :
X '
' Amount for 2004 mcludes a gain- of $4.9 mitlion ($3 2 mllllon after tax) from the mark to market
effect of natural gas hedge contracts.
| (d) Amount for 2006 includes charges of $120.0 million (pretax and after tax) to increase the accrual for

estimated future asbestos-related costs, a charge of $20.8 million ($20.7 million after tax) for CEO
transition costs, and a charge of $29.7 million ($27.7 million after tax) for the closing of the Godfrey,

. Illinois machine parts manufacturing operation.
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Amount for 2005 includes a charge of $135.0 million ($86.0 million after tax) to ificrease the accrual
. fot estimated future asbestos-related costs and a charge of $494.0 million (pretax and after tax) to|
write down goodwnll in the Asia-Pacific Glass unit. : . o

Amount for 2004 includes charges totaling $159.0 million ($90:3 million after tax) for the following:
(1) $152.6 million ($84:9 million after.tax) to increase the accrual for estimated future asbestos-" .
related costs; and (2) $6.4 million ($5.4 million after tax) for restructuring a life insurance program in
¢ order to comply with’ recent statutory and tax regulatton changes . Co
o IR K et 3 "
Amount for 2003 mcludes charges totaling $694 2 million ($490 5 million af’ter fax) for the v,

. »following: (I).$450.0 million ($292.5 million after tax) to increase the accrual for estimated future
asbestos-related costs; (2) $50.0 million (pretax and after tax) write-down of an equity investment in a
soda ash mining operation; (3) $43.0 million ($30.1 million after tax) for the write-down of Plastics
Packaging.assets.in'the Asia Pacific region; (4) $37.4.million ($37.4 million after tax) for the loss on
the sale of long-term notes receivable; (5) $37.4 million ($23.4 million after tax) for the estimated
loss on the sale of certain closures assets; (6) $28.5 million ($17.8 million after tax) for the permanent
closure of the Hayward, California glass container factory; (7)-$23.9 million ($17.4 million after tax)
for the shutdown of the Perth, Australia glass container factory; (8) $20.1 million (§19.5 million after
tax) for the shutdown of the:Milton, Ontario gldss container factory; and (9) $3.9- mtllton ($2 4.

.+ million after tax) for an additional loss on the sale of certain closures assets. -~ . T

Amount for 2002 includes an adjustment-of $475.0 million ($308 8 million after tax) to the reserve
+ for estimated future:asbestossretated costs.. . . .- . . I
e g _ﬁ‘ e ikt .. ' .o .- 3 - : RENCEETY
(e) Amount for 2006 includes charges of $6.2 mtllron (pretax and after tax) for note repurchase
premiums. .
T S S . g drae . ! A : AT

Amount for-2004 mcludes charges of:$28.0. million: ($18 3 million after tax) for note repurchase
premiums. - :

~Amount for 2003 includes a charge of $13.2. mtlllon ($8 2 mrllron after. tax) for note repurchase -
premiums. - A I O A LR : ; Ce
ety : ' ) ;
Includes addttlonal interest charges for the write off of unamortlzed deferred ﬁnancmg fees related to
+ the early extinguishment of debt'as follows: $11.3.million ($10.9 million after.tax) for 2006; $2:8
millton.($1:8 million after tax) -for 2004;.$1.3 million ($0 9 mtlllon after tax) for 2003; and $9.1
KT mtllton ($5 7'mtllton aﬂer tax)-for. 2002:. L o, IR
v - ', Irl_."*.r T -e ' ! f . LR U IS T
§)) Amount for 2006 1ncludes a benefit of $5 7 million from the reversal of a non- U S deferred tax asset

valuation allowance pamally offset by charges related to mternanonal tax restructunng

e e by e e
Amount for 2005 1ncludes a charge of $306 6 million to record a valuanon allowance related to o
accumulated deferred tax assets in the U.S. and a.benefit of $5.3 million for the reversal of an accrual
for potential tax liabilities-related to a previous divestiture. The.accrual is no longer required based

on the Companysreasscssmcnt of potentlal liabilities. S Pt

:Amount for 2004 includes a benefit of $33.1 million for a tax consolidation in the Australian glass...”*
business. '
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(g} Amount for 2005 consists principalty of a third quarter benefit from the reversal of an accrual for
potential tax liabilities related to a previous divestiture, The accrual is no longer requlred based on
the Company s reassessment of the potential liabilities. :

Amounts related to the Company’s plastic blow-molded container business have been reclassified to
dlscontmued operations for 2002-2004 as a result of the sale of that-business in 2004

(h) On January 1, 2002, the Company adopted Financial Accounting Standards No. 142 ,“Goodwill and
Other Intangible Assets” (“FAS No. 142”). As required by FAS No. 142, the Company changed its
method of accounting for goodwill and discontinued amortization of goodwill effective January 1,
2002. .Also as required by FAS No. 142, the transitional goodwill impairment loss of $460 0 mllllon
is recogmzed as the cumulative effect of a change in method of accounting.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS. '

Executive Overview — Years ended December 2006 and 2005
Net sales of the Glass Containers segment were $383.5 million higher than the prior year principally
resulting from increased unit shipments, improved pricing, and favorable foreign currency exchange rates.

Net sales of the Plastics Packaging segment were $40.5 million lower than the prior year, Excluding the
absence of $46.3 million in sales from a portion of the plastics business in the Asia Pacific region which
was divested in December of 2005, sales increased over the prior year. Resin cost pass—throughs more
than offset an unfavorable product mix. .

Segment Operating Profit of the Glass Containers segment was $39.5 million lower than the prior year.
The benefits of higher selling prices, improved productivity, fixed cost savings and increased umt
shipments were more than offset by inflationary cost increases.

Segment Operating Profit of the Plastics Packa’gmg segment for-2006 was $12.7 million lower than the
prior year. The decrease resulted principally from the exit from the Asia Pacific plastics business and
mﬂatlonary cost increases, partially offset by 1mproved productivity and cost savmgs

Interest expense for 2006 was $488 2 million compared to $466.7 million in 2005. Included in the 2006
interest expense was $17.5 million for note repurchase premiums and the write-off of unamortized -
finance fees related to the June 2006 refinancing of the Company’s previous credit agreement and the July
.- 2006 repurchase of approx1mately $150 million pnnmpal amount of the 8.875% Semor Secured Notes
due 2009. : : '

Net loss'in 2006 was $27.5 million, or $0.32 per share (diluted), compared to a loss from continuing
operations of $621.6 million, or $4.26 per share (diluted) in 2005. Earnings in both periods included
items that management considers not representative of ongoing operations. These items decreased net
earnings in 2006 by $177.0 million, or $1.15 per share, and decreased net earmngs in 2005 by $850.9
million, or $5.62 per share.

Cash payments for asbestos-related costs were $162.5 million for 2006 compared to $171.1 million for
2005. '

Capltal spendmg for property, plant and equipment was $320.3 million compared to $404 I million in the
prior year.
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Results of Operations - Comparison of 2006 with 2005

Net Sales

The Company s net sales by segment for 2006 and 2005 are presented in the following table: For further
information, see Segment Information included in Note 21 to the Consolidated Financial Statements ;

2006 2005 -,

- ) (dollars in millions)

Glass Containers : ] : $ 66504 $ 6,266.9
Plastics Packaging- _ P <7716 812.1
Segment and consohdated net sales I § 74220 $ 7 079_

Consolidated net sales for 2006 increased $343 0 million, or 4 8%, to $7 422 0'million from $7 079 0
million in 2005. - -~ . |

Net sales of the Glass Containers segment increased $383.5 million, or 6.1%, over 2005. Shipments of
beer containers and beverage containers increased in 2006 compared to 2005, more than offsetting

reductions in most other product lmes Also contributing to the increase were generally higher selling
prices.

The change in net sales for the Glass Contamers segment can be summarized as follows (dollars in
millions); ‘

Net sales -2005 - . 8. 62669 |
Net effect of price and mix '$ 2338 ' '
Net effect of volume o ‘ 79.5 ¢ ;
Effects of changing foreign currency rates - 86.5 |
Other - -(16.3) :
Total net effect on sales - . - 383.5

Net sales - 2006 e 3 6,650.4

Net sales of the Plastics Packaging segment decreased $40.5 million from.2005. Excluding the absence
of $46.3 million in sales from a portion of the plastics business in the Asia Pacific region which was |

divested in December of 2005, sales increased over the prior year. Resin cost pass-throughs more than
offset an unfavorable product mix.
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The change in net sales for the Plastics Packaging segment can be summanzed as fo]lows

FIRER LR e Talo X

Net sales -2005 $ 812.1
Effect of increased resin cost pass-throughs $ 17.9 '
Divestiture . : . (46.3) '. .
Net effect of ptice and mix - = '~ "= LT (182) avadnad
Net effect of volume®. + %t i, ol ae T(0.2) 7 T e gt
Effects of changmg fore1gn currency rates 0.7)
Total net effect on sales . @os)
Nét sales - 2006 - I WY ) W T

e . ‘. e

Segment Operating Profit. . et e e

wn b v s dedr R s s

' -Operating Profit for product segments 1ncludes an allocation of some corporate expenses ‘based-on both a

percentage of sales and direct billings based on the costs of spec1ﬁc services provided. For the

Company’s;U.S. pension.plans, net periodic pension cost has been allocated to product segments.; For,, |
further information, see Segment lnformatlon mcluded in Note 21 to the Consohdated Financial ,,
Statements ’

T 2605 i

coenarl

0

L - e “_‘!l‘ ) _ 'l“:;(dollarsl 1nnnl11ons) -
" Glass Containers 113 $ 790 8
Plastics Packaging : 1145 12727
Eliminations and other retained items. , ... . .. e - (91.2). - (894,

S IUNE RS

" Segment Operating Profit of the Glass Containers segment for 2006 decreased $39.5 mllhon or 5 0%, to
$751.3 million, compared ‘Wwith Segment Operating Profit of $790.8 million in 2005_ '

THT e la

The change in Segment Operatmg Prof t for the Glass Containers segment can be summarized as follows
(dollars in millions):; ne e 14

P gt

P : R P

Segment Operating Profit - 2005 , - . o8 .., 7908,

Net effect ofprlce mix and unit sales volurnes 3 270.1 cta BTy
Productivity, European capacnty reductlon and cost savings 116.4
Inflation, operating expenses,; warehouse and dellvery, and : .

European integration * * ' BRI SR cemel T L (360.4)  eenita e i)t
Other blsiness ifmpacts incliding pensmn expense and burrency .« t i pa e R A
trénslation ' - A AL o RN :‘-;1 ca 3875 bt 3on
Other PASAY e
Total net effect on Segment Operating Profi t < ~(39.5)
Segment Operating Profit -2006 . o B : $ 751.3

. Segment Operating Profit of the Plastics Packaging segment for 2006 was $114.5 million compared with
Segment Operating Profit'of $127.2 million in 2005.




The change in Segment Operating Profit for the Plastics Packaging segment can be.summarized as
follows (dollars in’ millions):

Segment Operating Profit - 2005 ‘ B TS LR $ . 1272

Productivity and cost savings $ 143
Inflation, operating expenses, and warehouse and dehvery R T ¢ 2 I o
_ Divestiture : et o (8.2)
Other business impacts including pension expense, and currency, ‘ Py . R ‘
" translation .. .. o o I ) R ' '
_ Net effect of price-mix and unit sales volumes -7 vt A (A ) :
Other R () : .
Total net effect on Segment Operating-Profit . (2.7 .
- » Ségment Operating Profit -2006 oo ety T s 1145 -
I, - ‘ . i Yy oL T
- ' o

tre
Ehmmatlons and other retained items for 2006 were $9l 2 mlllron compared to $89.4 million for 2005
r T
"Interest Expense

Interest expense for 2006 was $488.2 miltion compared to $466.7 million in 2005. Included in the 2006
interest expense was $17.5 million for both note repurchase premiums and the write-off of unamortized
finance fees related to the June 2006 refinancing of the Company’s previous credit agreement and the July
2006 repurchase of approximately $150 million principal amount of the 8.875% Senior Secured Notes
due 2009. Also contributing to the increase were hlgher average debt balances, partlally offset by lower
average interestrates. i . . o .

Provision for Income Taxes

The Company ] reported effective tax rate was 88 7% in 2006 and (167 9)% in 2005 Excludmg the
effects of separately taxed items in-both periods, listed in the table below; the’Company’s effective tax
rate for the full year 2006 was 40.3% compared with 29.9% for the full year 2005. The 2006 effective tax
rate increased principally because the Company is no longer recording tax benefits on its losses in the
United States. A shift in mix of earnings towards higher tax cost countries in other reglons of the world '
also increased the effective tax rate for the year. o e

T . ! .

Mmor:ty Share O_wm’rs Interest i in Earmngs of Subsidiaries

AL PUE I

Minority share owners” interest in eammgs of subsidiaries for 2006 was $43.6 million compared to $35 9
million for 2005. The increase is primarily attributed to higher earnings from the Company’s operations in
South Amenca :

Earmngs ﬁ‘om Commwng Operauons IR U .
; 4 '

-t
N .

For 2006, the Compiny recorded a net loss of $27.5 mlllron compared to a loss from contmumg
operations of $621.6 million for the year ended Décember.31, 2005. The after tax effects of the items
excluded from Segment Operating.Profit, the 2006 international net tax benefit, the tax charge to increase
the U.S. valuation allowance, the tax benefit of reversing an accrual for potential tax liabilities, and the
additional interest charges, increased or decreased earnirigs in 2006 and 2005 as set forth in the following

table (dollars in mllhons) . e S h

P B , - oy f [
. ) -_I" o s I b tu 'y
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Net Earnings
Increase (Decrease)

Description g 2006 2005
Curtailment of postretirement benefits in The'_Netherlands ' T 1}
Gain on the sale of the Corsico, Italy glass container facility ‘ ' 28.1
A tax benefit from the reversal of an accrual for potential tax liabilities : _ 53
Reversal of non-U.S. deferred tax asset valuation allowance partially o
" offset by charges related to international tax restructuring - W :

Impairment of goodwill in the Asia-Pacific Glass unit o T (494.0)
Increase in the U.S. deferred tax valuation allowance L . (306.6)
Increase in the accrual for future asbestos related costs . (1200) (86.0)
Charge for closing the Godfrey, Illinois plant : _ - (27.7)
CEO transition charge and other - ' (20.7)
Note repurchase premiums and write-off of finance fees , (17.1)
Gain (loss) from the mark to market effect of natural gas hedge ' : ‘

contracts - - (8.4) 2.3
Total - } ’ , $ (1 ZZ‘!Q ) $ (850.9)

Executive Overview - Years ended December 2005 and 2004

Net sales of the Glass Contamers segment were $900.8 million higher than the prior year pnncnpally
resulting from the BSN ACqUISlthI’l and favorable foreign currency exchange rates.

Net sales of the Plastics Packaging segment were $49.8 million higher than the prior year. Higher sales
from improved pricing, increased sales volume and pass- through of higher resin costs were partially
offset by the absence of Sales from plastic container assets in the A31a Pacific reglon that were divested in
the second quarter of 2004 -

- Segment Operating Proﬁtof‘ the Glass Containers segment was $31.2 million higher than the prior year.
The BSN Acquisition accounted for most of the increase. The benefits of stronger foreign currencies and
higher selling prices were partially offset by mﬂatlonary COSt increases.

Segment Operating Profit of the Plastics Products segment was $12.2 rm!hon hlgher than the | pnor year.
Increases from improved pricing, sales volume, product mix and a gain from the sale of a plant related to
the partial exit from the Australian plastics business more than offset increased costs.

Interest expense was $8.2 million lower than the prior year. The decrease resulted from lower debt levels
in the third and fourth quarters of 2005 and the non-recurrence of repurchase premlurns pamally offset by
higher vanable interest rates and higher debt from the BSN Acquisition.

Loss from continuing Operatlons in 2005 was $621.6 mllhon, or $4.26 per share (diluted), down from
earnings of $171.5 million, or $1.00 per share (diluted), from continuing operations in 2004. Earnings in
both periods included items that management considers not representative of continuing operations. -
These items decreased net eammgs in 2005 by $850.9 million, or $5.62 per share, and decreased net |
earnings in 2004 by $46.5 million, or $0.31 per share. :

Cash payments for asbestos-related costs were $171.1 million, down 10.0% from the prior year.
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the Castellar factory $51d in.January 2005. Do

f. e

Lo
T

FI

The Company’s total debt at December 31, 2005- was $5:30 billion or $63.4.million lower than the prior:
year balance. Exclusive of the $191.8 million-increase in both debt and accounts receivable required by a- -
change in the Company’s European accounts receivable securitization program, total debt decreased by
$255.2 million to its lowest level since, 1998. ' o e L
L.
T b
N - : : &

Results of Operations - Compari'soh of 2005 with 2004
Net Sales |

The _Compa‘my‘_’é net salges by segment for 2005 and 2004 are presented in the following table. The'Pla;é;tics
Packaging amounts for 2004 reflect only the continuing operations. For further information, see Segment

Informatién included in Note 21 to the Condensed Consolidated Financial Statements.
< . :n i i R {

G .. 2008 2004

S T {dollars in millions)
‘Glass Containers = .0 - - Coee e U8 62669 8T 53661
Plastics Packaging '~~~ -~ - "t 7 T gl2.1 .- 1 7623
Se@-ent and consolidated net sales ~ .. . . $ 70790 . ° $ . 6,128:'.4

Consolidated net salcs for 2005 iicreased $950.6 million, or 15.5%, to $7,079.0 million from $6,128.4
million in 2004." N ' L . R :

o

Net sales of the Glas‘s:th'iht.ainers.segment increased $900.8 million, or 16.8%, oifer 2004. Contfibutfhg
to the increase were the additional sales from the BSN Acquisition, Increased shipments of beverage,
containers throughout the Americas more than offset reduced shipments of food containers in North ;.

America.. Improved pricing also had a favorable effect on net sales. Favorable currency exchange rafes

accounted for about 5% of the inicrease. Partially, offsetting these increases was the absence of sales from

wh 3
The change in net sales for the Glass Containers segment.can be summarized as follows (dollars in
millions):. ., ' R ! R

P - - L P
R . . R LT £ 1

Net sales - 2004 . ' o . . C ,‘ ' ,r‘. . o il 5, 5,366.1 - _'f ) '

_ Neteffect of the BSN Acquisition, volume, S - : ' i
price, and mix L . ' $ 8833 - :

" Effects of changing foreign currency rates . ' - o462 - D
Divestiture of Castellar factory, - ' o :.' (28.7)° - ? ‘
Total net effect on sales oo B . 900.8

. Net sales - 2005 L ) g $ 6,266.9

Net sales of the Plastics Packaging segment increased $49.8 million, or 6.5%, from:2004. The higher
sales reflected improved pricing and sales volume in several product lines, the pass-through effect of o
higher resin costs, and favorable currency translation rates. Partially offsetting these increases was the .
absence of sales from-plastic container assets in the Asia Pacific region that were divested in the second
quarter of 2004, | \ S :

L .
R

£
.
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The change in net sales for the P]astlcs Packagmg segment can be sunnnarlzed as fo]lows (dollars m art

mllllons) et TR R S
. o L . v e 'L I R ) A L. voea -
"o i b e K - . » . 4- L | - ) L
Net sales - 2004 Yo - § tL7623. 0 o
Effect of increased resin cost pass-throughs * . ' h) . 448
Net effect of volume, price and mix : : _ 344
Effects of changing foreign currency rates - A R I X S SRR N
Dlvestlture : T (32.9) o
. T
Total net effect on sales . ' 49.8 )
Net-sales - 2005 By , S RN ITEEE -1 2 R RIS
et . . L. . _.{““ n . . "'-v oo - - [ . . yore . 54:‘ [
- ' ' , e . | :

Segment Operating Profit
. Operating Profit for product segments mcludes an allocatlon of some corporate expenses based on both a
percentage of sales and direct billings based on the costs of specrﬁc services provided. Forthe ~
Company’s U:S. pension plans, net periodic pension cost (credit) has been allocated to product segments. -
- The Plastics Packaging amounts for 2004 reflect only the:continuing operations. For further 1nformauon
see ‘Segment Information included in Note 21't6 the Consohdated Financial Statements. ~ = -

e E TR 72005 - 2004
- e S .. . (dollars in millions) = .
Glass Containers o peer N e 008 TS 7596
Plastics Packaging o : ST 272 . T 1150
Elmnnatlons and other retained jtems - ; L, 89.4).: - (102:2). .,

Segmerit Operatlng Profit of the Glass Contamers segment for 2005 1ncreased $31 2 rmlllon or4.1%, to
$790.8 mllllon, compared with Segment Operatmg Profit of $759.6 miillion i 2004. Factors contnbutmg
to the increase were: (1) the additional Operatmg profit from the BSN Acqmsmon (2) 1ncreased unit o
shlpments of beverage containers principally in'the Amerlcas (3) favorable exchange rates: "(4) generally
improved selling prices; and (5) the non-recurrence of the acquisition step-up of BSN finished goods
inventory. Factors that partlally offset the increase were: (1) inflationary cost increases including energy,
raw matérial costs, and transportation; (2) témporarily idled production capacity toteduce mventory, 3y
costs of the European integration and néw European headquarters; (4) the absence of equity earnings from
Consol Limited (divested in the fourth quarter of 2004); (5) the absence of operating profit from the
Corsico and Castellar factories; and (6) reduced food contalner shipments in North Amenca

L} . "
.: ‘-’ . . N t

A1
o
'

R

R

b -
et N P
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The change in Segment Operating Profit for the Glass Containers segment can be summarized as-follows;

Segment Operating Profit : 2004- | ..y 1 JOimes DY a0 g ., .8 1596,
Net effect of BSN acquisition and volume, price, and mix ,, . § . A840s 0 o0 o 0y
Non-recurrence of BSN inventory step-up. . ..i *~ . P B ] I .- A
Effects of changing foreign currency rates-f o . P EETE L - TR "
Higherenergy costs. ., ., %, n vt o0 vaa fe o, s, (5.7 o e W
Other. inflatignary cost increases . ., o el e b, TPt . (57 7) ot
Temporanly idled productton capactty to reduce mventory ey (20 5) o o
Effects of European integration and new European headquarter S .
costs - , (18.0) B
Divestiture of Corsico and Castellar factories and Consol i ' ‘
mvestment D R o n-r . . . ey (]36) . fir o )
lncreased deltvery and warehousmg costs o ‘i ’ . ; - (a. 7) . !
Other . _. i L4 TR J.... I .\J}"- te. ' (8 2) R A
'.,‘. " O S A L O ! l""”-.r i ‘J‘ . ““ .‘1"" .', h"‘ Lt (B '. R L PRI J‘. J-"
. Total net effect .on Segment Operating . Proﬁt L, et e ;;.,._‘ b g C 0312 5t
SegmentOperaung Profit -2005, .. . j:-* L TR P T $, - 7908 .

Segment Operating Profit of the Plastics Packaging segment for 2005 increased $12.2:million, or 10.6%,
to $127.2 mt]llon compared with Segment Operatmg Profit of $115.0 million in 2004. The 2005 amount
includes a-$6 miillion fourth quarter:gain fromi‘the saléof one plant related to thé partial exit-from the®: e
Australian plastics business and a reduction of the accrued exit costs. Also contnbutmg to the i mcrease 4
were the effects of improved pricing, product mix, and sales volume which more than offset the effect of
increases in manufacturing, shipping and delivery costs, and the absence of profits:from the'plastic* Boedl
container assets in the Asia-Pacific region that were divested in the second quarter of 2004.

'L."' .;‘|l”":;"". A B e uh.t‘ Vo A“"t“'
The change in'Segment Operatmg Profit ‘for the Plastics' Packagmg segment can bc summarlzed as
follows (dollars in rmlhons) SR Charttore e R S A R e
PR R RTIRTER¢ B . .“3"."_- [ BV A x SH e R [ ' _".e Al P L
Seginent Operating Profit - 2004 ¢ e S Teni Ty R 3 Pso
oy T TR o
Net effect of volume, price and mix ' $ 14.8
Partial;exit of Australian plastics business 6.0
Non-recurrence-plant shut down costs _ 3.7 L
Divestiture . -t el DU CAY;
Increased dellvery, warehousmg and othermﬂauonarycost T S S D
increases : _ ' 4.2) b
Higher energy costs Lot UR L e T A ) N L I i
+ Other , o - AR (2-1); e e
. Total net effect on Segment Operating Profit = >uv «f et vy g0 i o R 12250
’ Segment Operattr}g Profit - 2005 BRI ST RPN T L .1272,., o
roe .. : . Conettge Ly R N A L Cot

Eliminations and“other retamed items for 2005 were favorable by $12 8 million comipared t0:2004: | “The-
2005 year reflects a favorable adjustment of approximately $10.0 million to the Company’s- afcruals: for:

- self-insured risks; partially offset by higher retained costs'for the divested blow molded plastic container *

business and adjustments made to certain accruals.” The 2004 year:included self-msured propérty.-and - -~

_ casualty losses that did not recur in 2005, S R TR PR

" ISR
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Interest Expense *

Interest expense decreased to $466.7 million in 2005 from $474.9 million in 2004. The 2004 amount
included $30.8 million for repurchase premiums and write-offs of unamortized finance fees. Exclusive of
that amount, interest expense increased $22.6 million in 2005 due to higher interest rates on the
Company’s variable rate debt and additional interest as a result of higher debt related to the BSN
Acquisition. Partially offsetting this increase was lower interest as a result of lower average debt balances
in the third and fourth quarters of 2005 and lower interest rates on fixed rate debt in the’ fourth quarter of
2005 compared to the fourth quarter of 2004,

b

Provision for Income Taxes

The Company’s reported effective tax rate was (167.9)% in 2005 and 2.8% in 2004. Excluding the

effects of separately taxed items in both petiods, listed in the table below, the Company’s effective tax

rate for 2005 was 29.9% compared with 26.9% in 2004. The higher 2005 effective rate is principally due
to a change in the mix of earnings toward higher tax international jurisdictions, tax legislation enacted in -
Ohio and recognition of other discrete changes in deferred taxes during 2005.

Minority Share Owners' Interest in Earnings of Subsidiaries

R H .
Minority share owners’ interest in earnings of subsidiaries for 2005 was $35. 9 million. compared to $32.9
mllhon for 2004. :

Earnmgs from Contmumg Operauons

For 2005, the Company recorded a loss from continuing operations of $621.6 million compared to
eamings from continuing operations of $171.5 million for the year ended December 31, 2004. The after
tax effects of the items excluded from Segment Operating Profit, the tax charge to increase the valuation
allowance, the tax benefit of reversing an accrual for potential tax liabilities, the additional interést-
charges and the tax benefit on the Australian tax consolidation, increased or decreased earnings in 2005
and 2004 as set forth in the following table (dollars in millions). )

B

Net Enrnings
Increase (Decrease)

Description 2005 - .. 2004
Gain on the sale of the Cors_icq, Italy glass‘container facility* -+~ $ 281  § -
A tax benefit from the reversal of an accrual for potential tax liabilities 53
Gain on the sale of ¢ertain real property ' 14.5
Gain on a restructuring in the Italian Specialty Glass business : CL 13.1
Gain from the mark to market effect of natural gas hedge contracts 2.3 3.2
A benefit for a tax consolidation in the Australian glass businéss B P < B
Impairment of goodwill in the Asia-Pacific Glass unit (494.0)
Increase in the deferred tax valuation allowance (306.6) -
Increase in the reserve for future asbestos related costs ' (86.0) (84.9)
Note repurchase premiums and write-off of finance fees NN -(20.1)
Life insurance restructuring charge . S - (5.4)
Total ] . $(8509) § (46.5)
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Drscontmued Operatwns

+
-

t

On October 7, 2004 the Company announced that it had completed the sale of its blow-molded plastlc :
contamer operattons in North America, South- America and Europe, to Graham Packagmg Company

Cash proceeds of approximately $1. 2 billion were used to repay term loans under the Company s bank
credit fac1hty, which was amended to permit the sale. The sale agreement included a post-closing. -
purchase price adjustrnent based on changes in certain working capital components and certain other
assets and liabilities of the business. This adjustment was finalized in April 2005, and Graham was pard
approxrmately $39 million. The adjustment ¢ d1d not impact results of operanons

i

- ,‘,'

Included in the sale were 24 plastlcs manufaetunng plants in the U S, two in Mex1co three in Europe and
two.in South America, serving:consumer products companies in the food, beverage household, chemical
and personal care industries. The blow-molded plastic container operations were part of the consumer.,

products business unit of the plastics packagmg segment.

v et

As required by FAS No. 144, the Company has presented the results of operations for the blow-molded
plastic container business in the Consolidated Results of Opérations for 2004 as a discontinued operation.”
Interest expense was allocated to discontinued operations based on debt that was required to be repaid

from the proceeds

BN !

The followmg summarizés the revenues and expenses of the drseontmued operatrons as reported in the
condensed consolidated results of operations for the penod indicated:

T . ) ' o
T M
Revenues: S
Net sales e
‘Other revenue

Costs and expenses: Y

Manufacturing, shipping and delivery
Research, development and engineering
Selling and administrative
+ Interest
Other -

Eammgs before 1tems below
4

Provision for i income taxes
Gain on sale of discontinued operations

Net earnings from
.discontinued operations, .

1

iy -, -, Year ended:
" December 31,

T 2004 -
;;,e‘ S $

16.0
237
45.1

229

862.3
20 7
27 1

704

8753
77
883.0 A

7546

oo ., 8 . 640

The sale of the biow-rnolded plastic, bnsiness resulted in a substantial capital loss, prfmarily related to
previous goodwill write downs that were not deductible when recorded.” The 2004 gain on the sale of
discontinued operations of $70.4 million includes a credit for income taxes of $39.7 million, representmg

the tax benefit from offsetting a portron ‘of the loss against otherwise taxable capital gains.

B R . 4
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Discontinued operations of $63.0 million for 2005 includes $61.8 million for a benefit from the reversal'
of an accrual for potential tax liabilities related to a previous divestiture. The accrual'is'no'longer.-
required based on the Company’s reassessment of the potential liabilities due to several factors, mcludlng
statute expirationi in September 2005.- The balance of $1.2: million relates fo-an adjustment of the 2004
gain on'the sale of'the blow-molded plastic container opérations principally from finalizing ceitain tax-
allocations _
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compared to the foulth quarter 2005 charge of $135.0 million'($86. 0 million after tax). These: charges
resulted from the Company s comprehensive annual review of asbestos-related liabilities and costs. In

- éach casé, the’Company concluded that an- increasé iri'the accrued liability was required to provide for -
estimated mdemnlty payments-and legal fees arising from asbéstos personal injury lawsuits and claimst
pending and expected to be filed duiring the several years followirg the completlon of the Comprehenswe
review. See “Critical Accounting Estimates™ for further 1nformat10n e thn L T ,

Asbestos-related cash payments for 2006 were $162.5 mIHIOI’l a tediiction of $8.6 m11110n ot 5.0%, from'
2005, Durmg 2006, the Company disposed of approximately21; ;000 claims: +Certain’ dispositions in 2006
and prior years have included deferred amounts payable over periods rahginghip to seven years. '#Deferred
amounts payable at December 31, 2006 were approximately $82.6 million compared to appfoxiridtely -
$91 million at December 31, 2005. The Company anticipates that cash flows from operations and other -
sources will be stifficient to meet all asbcstos-related obhganons on-a short-terni'and. long—term basis. *

L 0 T RPN T E T W 'm S R PR PR

As of December 31,-2006, the number of asbestos-related claims pending against the Company was
approximately 18,000, down from approximately 32,000 pending claims at December 31, 2005. A

" former business unit.of'the Cmpany produced specialized high-temperature insulation material

containing asbestos from:1948 until 1958, when the business was sold. In line with its-lifmitéd
involvement with an asbestos-containing product and its exit from that business over 45.years ago, the
Company will continue to work aggressively to minimize the number of incoming cases and will continue
to limit payments to only those impaired claimants who were exposed to the Company’s products and
whose claims have merit under applicable state law See Note 20 to the Consolidated Financial

Statements for further information. ,
sl i e Ly
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2006 Non-operationaf Items
Capacity Curtailménf

In September 2006, the Company announced the permanent closing of its Godfrey, Illinois machine parts
manufacturing operation. The facility was closed by the end of the year. This closing is part.of a broad
initiative to reduce working capital and improve system costs. The Company also closed a small recychng
facdlty in Ohio. As a result, the Company recorded a charge of $29 7 m11]1on ($27 7 mllllon aﬁer tax) in
the third quarter of 2006. _ e '
The closing of these. facilities resulted in the elimination of approximatély-260 jobs and a corresponding
reduction in the Company’s  workforce. The Company anticipates that it will pay out approximately
$11.5 million in cash related to insurance, benefits; plant clean up;-and otherplant closing costs: The
Company expects that the majonty of these costs w1ll be pald out by the end: of 2008 e
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The Company recorded a-fourth quarter charge of $20.8 million ($20.7 million after tax) associated: with.
the. separation agreement with its former CEO and with several members of the European management | -
team. The charge also included costs related to;the employment agreement with the Company’s new -

( . . '
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.
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Other}?ostrétire‘rhént Benefits « aivc. - e o L R e
The Company fecorded 4 foutth‘quarter gain of $15.9 million($11.2 million after tax) related " o

curtailment of certain postretirement benefits in The Netherlands as a result of certain improvemerts in
retiree medical benefits offered by t}lie government. . C

o e o P Sy o

Tax Benefit o :

In the fohi‘thlq‘uﬁi’ter, the C-o'r'flp'anyf recorded am riet tax benefit of $5.7 million from the .;fé‘\ie.rsgl ofa
valuation allowance against certain non-U.S. deferred tax assets due to improving operations, partially '
offset by charges related to internationa) tax restructuring. ' o ’

e

.’ ) . ’ a L3 . :"‘ . [ ' -
2005 Non-operational Items LA ‘ ' o *
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- Impairment of Goodwill* , S ) ‘ ! o
T S T o T, ] . o ‘ : . . . . S

" "During the fourth quartér 6f 2003, the:Cormpany comipleted its annual impairment testing using businéss '
enterprise values and determined that impairment existed in the goodwill of its Asia Pacific Glass AR
business unit. Lower projected cash flows as a result of competitive pricing pressures in the Company’s
Australian glass operations caused thé décline in the business énterprise value. Following a review of the
valuation'of the'unit’s identifiable assets; the Company recorded an impairment:charge of $494.0 million

. to reduce the reported value of its goodwill. - = - ! o S L .

. I

Deferred Tax Valuation Allowance o . e .

Thé Company recorded 4 non-cash charge of $306.6 million in the fourth quarter of 2005 to increase the-

valuation allowance djzainst it§ accumulated nét deférred tax assets in the United States. Theé'Company -

had recorded net déferred tax dssets related principally to asbestos charges arid nef operating losses i

recent years.” The amount of valuation allowance required under the provisions of FAS No. 109 s~ -

dependent upon projected near-term U.S. profitability includirig the effects of tax planning. During the "
fourth quarter of 2005,.the Company determined that an additional valuation allowance was necessary
because of the near-term effects on'U.S. profitability of continued asbestos-related payments, significant -
interest expense, risitig efiergy costs and other cost increases. As a result of the lower projectéd Us.
taxable income, the Company determined that certain tax planfing strategies were no longer prudent and
feasible and, therefore, were not likely, to be implemented.

s
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The Coni'b'any's total debt. at'Decémber 31, 2006 w_as_$5f46‘ billion, compared to $5'307b_i11i0'n at i i
December 31,2005, <+ ¢ st 0 AT e o ; *
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On June 14, 2006, the Company’s subsidiary borrowers entered into the Secured Credit Agreement (the
“Agreement”). Proceeds from the Agreement were used to repay all outstanding amounts under the
previous credit agreement. At December 31, 2006, the Agreement included a $900.0 million revolving
credit facility;-a 292.5 million Australian dollar term loan, and a 134.6 million Canadian dollar term loan,.
each of which has a'final maturity date of June 15, 2012. It also included a $195.5 million term loan and a
€195.5 million term loan each of which have a final maturity date of June 14, 2013. The Agreement also
permits the Company, at its option, to refinance certain of its outstanding notes and debentures prior to
their scheduled maturity. The Company recorded $10.2 million of additional interest charges for the * .
- write-off of unamortized finance fees related to the early repayment of the previous credit agreement. -

At December 31, 2006, the Company’s subsidiary borrowers had unused credlt of $765. 6 mllhon
availablé under the Agreement. :

The weighted average interest rate on borrowings outstandmg under the Apgreement at December 31, 2006
was 6.52%,. '

The Agreement contains covenants and provisions that, among other things, restrict the ablllty of the
Company and its subsidiaries to dispose of assets, incur add1t10na] indebtedness, prepay other - o
indebtedness or amend certain debt instruments, pay dividends, create liens on assets, enter into

- contingent obligations, enter into sale and leaseback transactions, make investments, loans or advances,
make acquisitions, engage in mergers or consolidations, change the business conducted, engage in certain
transactions with affiliates and otherwise restrict certain corporate activities. In addition, the Agreement -
contains financial covenants that require the Company to maintain specified financial ratios and meet
specified tests based upon financial statements of the Company and its subsidiaries on a consolidated
basis, including minimum interest coverage ratios, maxrrnum leverage ratios and specified capital
expenditure tests. : . .
During July of 2006, a subsidiary of the Company used borrowings under the Agreement to repurchase '
$150.0 million principal amount of the 8.875% Senior Secured Notes due 2009. During the, third quarter,
the Company recorded $7.3 million of additional interest charges for note repurchase premiums and the
‘related write-off of unamortized finance fees.

During the fourth quarter of 2005, the Company expanded the capacity of its Europeah accounts
receivable securitization program from €200 million to €320 million to include operations in Italy and the,
United Kingdom. The accounts receivable securitization program provides lower costs of financing than
traditional bank debt. The terms of this expansion resulted in changing from off-balance sheet to on-
balance sheet accounting for the program by eonsolldatmg both the accounts recelvable in the program h
and the secured indebtedness of the same amount.

During'October of 2006, the Company entered into a new €300 million European accounts receivable '
securitization program. The new program replaees the previous European program, descrrbed n the
preceding paragraph, which was set to terminate in Oetober 2006. -
At December 31, 2006, the European program had 2 balance of $195 0 million, and the Asra Pacrﬁc
program had a balance of $84.4 million recorded in short term loans. The mterest rate ‘on the accounts
receivable securitization program is a local short term variable rate plus a margm over the variable rate of
0.70% for the European program and 0.85% for the Asia Pacific program. Thé weighted average interest
rate on borrowings under the European program was 4.81% at December 31, 2006. The weighted
average interest rate,on borrowings under the Asia Pacific program was 7.43% at December 31, 2006.
These programs have maturity dates ranging from January of 2008 through October of 2011,
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Cash Flows

 For 2006, cash provided by operating activities was $150.3 miltion compared with $453.1 million for
2005. The 2006 and 2005 amounts exclude $127.3 million and $50.7 million, respectively, of collections
on receivables arising from the consolidation of the receivables securitization program as described in
" Note 6 to the Consolidated Financial Statements. Software acquisition and development costs and
payments of approximately $33.7 million for European restructuring activities required more cash in 2006
than in 2005. Working capital also required more cash in 2006 than in 2005 due to increased production
and sales activities, principally in the fourth quarter, and because the change in 2006 lacked the benefit of
the reductions achieved in 2005 as part'of Company’s focus on working capital improvement. *
For the year ended December 31, 2006, the Company paid $461.0 million in cash interest compared with
$450.9 million for 2005. The 2006 amount included $6.2 million for repurchase premiums. o

Asbestos-related payments for 2006 decreased $8.6 million, or 5.0%, to $162.5 million, compared with
$171.1 million for 2005. Based on the Company's expectations regarding future payments for lawsuits
and claims and also based.on the Company's expected operating cash flow, the Company believes that the
payment of any deferred amounts of previously settled or otherwise determined lawsuits and claims, and
the resolution of presently pending-and anticipated future lawsuits and claims associated with asbestos,
will not have a material adverse effect upon the Company's liquidity on a short-term or long-term basis.

k3

Capital spending for property, plant and equipment was $320.3 million compared to $404.1 million in the
prior year. The lower capital spending was principally due to the completion of the new glass container
‘manufacturing facility in Windsor, CO. in the fourth quarter of 2005. In addition, the Company
capitalized $25.3 million under capital lease obligations with the related financing recorded as long term
debt. The Compary continues to focus on reducing capital spending and improving its return on invested
capital by improving capital efficiency. .

The Company anticipates that cash flow from its operations and from utilization of credit available under
the Agreement will be sufficient to fund its operating and seasonal working capital needs, debt service

and other obligations on a short:term and long-term basis..
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Contractual Obligations and Off-Balance Sheet Arrangements

The following information summarizes the Company ] SIgmﬁcant contractual cash obligations at .

December 31, 2006 (dollars in millions). . Y g LRI
Payments due by penod :
. A : . Less than. . - ;- Morethan §
Contractual cash obligations: - Total *  oneyear ' 1-2years 3-5-years il years
Long-term debt ©§ 50122 S 3230 § Li412 § 9233 § 26247
Capital lease obligations ' 31.6 14 29 S 26 24.7 .
Operating leases 146.0 49.2 . 61.6 -, 269 8.3
Interest .. $2,1289 4067 . 7103 - 5126 ' 4993
Pension benefit plan contrlbutlons 553 553
Postretirement benefit plan . , ' L, L e,
benefit payments o o.02303 - - 245, 4767, 7. 464 111.8
Total contractual cash obligations § 760438 . 8601+ % 1,9636.% 15118 § 32688
N o . Amount of commltment explratlon per penod +
L “ C ¢ Lessthan ‘. * + . Morethan 5
Other commercial commitments: Total one year 1-3 years . 3-5 years years
Standby letters of credit . '$ 892§ 892, - | D
Guarantees ~ ., . X " LT 8. 90
Total.commercial commitments =~ § = .982...§ -892 § - $8: - .3 9.0
Critical Accounting Estimates R T R .

The Company’s analysis and discussion of its financial condition and results of operations are. based upon
its consolidated financial statements that have been prepared in accordance with accounting principles
generally accepted in the United States (“U.S. GAAP”). The preparation of financial statements in
conformity with U.S. GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revénues and expenses, and the disclosure of contingent assets and
liabilities. The Company evaluates these estimates and assumptions on an ongoing basis. Estimates and
assumptions are based on historical and other factors believed to be reasonable under the circumstances at
the time the financial statements are issued. The results of these estimates may form the basis of the
carrying value of certain assets and liabilities and may not be readily apparent from other sources. Actual
results, under conditions and circumstances different from those assumed, may differ from estimates.

The impact of and any associated risks related 1o estimates and assumptions are discussed within
Management’s Discussion and Analysis of Financial Condition and Results of Operations, as well as in '
the Notes to the Consolidated Financial Statements, if applicable, where estlmates and assumpnons affect
the Cornpany s reported and expected financial results.

The Company believes that accounting for property, plant and equipment, impairment of long-lived

assets, pension benefit plans, contingencies and litigation, and income taxes involves the more significant
judgments and estimates used in the preparation of its consolidated financial statements.
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Property, Plant and-Equipment o= i > it o e MRl e
"The net'cariying amount of property, plant-and equipment (“PP&E”) at December 31,2006 totaled :.* -
$3,193.7:million, representing 34% of total assets. .Depreciation expense dusing 2006:totaled $469.0; .
“million; representing over 6% of-total costs and expenses. Given the significance of PP&E and associated
depreciation to the.Cornpany’s consolidated-financial statements, the determinations of an asset’s cost .
basts and its-economic usefu) life are considered:to be critical accounting estimates. .0 . - - o - 1. 5
b e e gy R
Cost Basis - PP&Euis recorded at cost,~-which is generally objectively quantifiable when assets are’ .-
purchased singly: However, when assets.are purchased in ‘groups, or as part of a business, costs assigned.
to PP&E are based on.an estimateiof fair value of each asset at-the date of acquisition. These estimates . *
are based on assumpti¢ns about asset condition, remaining useful life and market conditions, among * .
_others. The Company. frequently employs’expertappraisers to.aid'in.allocating cost to assets purchased as
agroup.: ein UL o, e o - 4
R R ff;'“;r';‘._;‘ St TS IV T VP B St S LT o
Included.in the costibasis of PP&E are those costs.which s;ubstantiallyfincrease the useful livesor | -
capacity of existing PP&E. Significant judgment is fieeded to determine whichr costs should'be N
capitalized under these criteria and which costs.shouid be expensed‘asa repair or maintenance .
experiditure. For example, the Coinpany. frequently. incurs various costs related 1o its existing glass
melting furnaces and molding machines and must make:a determination of which costs, if any, to 1. w»e
capitalize. The Company relies on the experiénce and expertise of its operations and engineering staff to.-
make reasonable and consistent judgments regarding increases in useful lives or capacity of PP&E.
s C T : ! P
Estimated Useful Life — PP&E is generally depreciated using the straight-line method, which deducts’ .- -
equal amounts of the ¢ost of each asset from earnings each period over its estimated economic useful life.
Economic useful life is the duration of tithe ‘an asset is-expected to be productively employed by the -."!
Company, which may be less than its'physical life. Management’s assumptions on the following-factors, :«
among others, affect the determination of estimated economic useful life: wear and tear, product andr .

process obsolescence; technical standards; and changes in market demand. : .- - Foa e
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The.estimated economic useful life of an asset is monitored to determisne its appropriateriess, especially-in
light of changed business circumstances. For example, technological advances, ¢xcessive.wear and tear; ..
or changes‘in customers”.requiremerits-may resilt in a shorter estimated useful tife than originallys=.1 © -
aniticipated..In these cases; the Company depreciates the remaining net book value over the new estimated'
rerhaining life; thereby increasing dépreciation expense per,year on-a prospective basis. Likewise, if the
estimated useful life is increased, the adjustment to the useful life decteases depreciation expense per year.
on a prospective basis. Over the past three years, changes in economic useful life assumptions have not

had a material impact.on the Company’s reported results: + it « 77+ o v
e e I ~ Coy s e T L T veo
ImpairmentbfLong—LivedAssetsi L P T R S v e
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Property, Plant.and Equipment.—As.required by FAS No." 144, “Accounting for the Impairment of &
Disposal of Long-Lived Assets,” the Company tests for impairment of PP&E-whenever events or changes
in circumstances indicate that the carrying amount of the assets may not be recoverable. PP&E held for -
use in the:Company?*s business is grouped for.ifnpairment testing at the lowest level for which cash flows"
can reasonably be identified, typically. a factory. The Company assesses.recoverability by comparing.the
carrying amount of the asset group-to.the estimated undiscounted future cash flows expectedto be -+ i
generated byithe asscts. Ifan asset group is.considered impaired, the impairment loss to be recognized:ist
measured as the.amount.by. which the asset group’s carrying.amount exceeds its fair value. PP&E held .
for sale is reported at the lower of carrying amount or fair value less costto sell.. =~ ..~ .- o
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Impairment testing requires estimation of the fair value of PP&E based on the discounted value of
projected future cash flows generated by the asset group. The assumptions underlying cash flow
projections represent management's best estimates at the time of the impairment review.. Fadtors that. |
management must estitate include: industry and market conditions, sales volume and prices, costs to
produce, inflation, etc. . Changes in key assumptions or actual conditions which differ from estimates -
could result in an 1mpalrment charge. The Company uses reasonable and supportable assumptions when -
’ -performmg impairment reviews and cannot predict the occurrence of future events and circumstances that'
- could result in impairment charges. There were no material charges for impairment of asset groups held
for use 102006, 2005, or 2004.- As part of the actions taken to closé its Godfrey, Illinois machine parts
manufacturing operation, the Company recognized a charge for impairment of assets to be sold or
abandoned of $3.8 million in 2006. See Note 18 to the Consohdated Fmanc;al Statements.

Goodw:ll — Goodwill at December 31, 2006 totaled $2 464 7 mllhon representing 26% of total assets.

As reqmred by FAS No. 142, “Goodwﬂl and Other Intangibles,” the Company evaluates goodwill
annually (or more frequently if impairment mdtcators arise) for impairment. The Company conducts its
evaluatlon as of October 1 of each year. Goodwill impairment testing is performed using the business -
enterprise value (“BEV™) of each reporting unit which is calculated as of a measurement date by -
_ determining the present value of debt-free, after-tax projected future cash flows, discounted at the
_weighted average cost of capital of a hypothetical third party buyer. This BEV is then compared-to the:
“book value of each reporting unit as of the measurement date to a58ess whether an 1mpa1rrnent of '

' _goodwﬂl may ex1st

During the fourth quarter of 2006 the Company completed its annual testmg and determined that no
impairment of goodw:ll existed.

If the Company s projected future cash flows were substantlally lower or if the assumed weighted -
“average cost of capital was substantially higher, the testing performed as of October 1, 2006, may have
. indicated an impairment of one or mote of the Company’s reporting units and asa result the related

o goodw1ll would also have been impaired. For example, if projected future cash flows had been decreased

-‘oy 5%, or alternatively, if the weighted average cost of capital had been increased by 5%, the resultmg

: lower BEV's would still- have exceeded the book value of each reporting unit by a significant margin in all
cases except forthe Asia Pacific Glass reporting unit: Because the BEV for the Asia Pacific Glass
: reportmg unit exceeded its book value by approximately 7%, the results of the impairment testing could
be negatwely affected by relatively modest changes in the assumptions and projections. At December 31,
_ 2006, the goodwill of the Asia Pacific Glass reporting unit accounted for approx1mately $500 million of
the Company s consolidated goodwall .

The Company w1ll monitor COIldlthIlS throughout 2007 that might 51gn1ﬁcantly affect the pro;ectlons and
_ variables used in the impairment test to determine if a review prior to October 1 may be appropriate. If
the results of impairment testing confirm that a write down of goodwill is necessary, then the Company
will record a charge in the fourth quarter of 2007, or earlier if appropriate. In the event the Company
" would be required to record a significant write down of goodwill, the charge would have a material .
adverse effect on reported results of operatlons and net worth. -
Tk : Lo : . :
Other Long-Lived Assets - Other long-lwed assets include, 2 -among others, equity investments and repair:
parts inventories. The Company’s equity investments are non-publicly traded ventures with other
compames in businesses related to-those of the Company. Equity investments are reviewed for
impairment-whenever events or changes in circumstances indicate that the carrying amount of the .
investment may not be recoverable. In the event that a decline in fair. value of an investment occurs, and
the-decline in value is considered to be other.than temporary, an impairment loss is recognized}" L
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Summarized financial information of equity affiliates is included in Note 5 to the Cpn'solidated‘Finanéial
Statements. There were no material charges for impairment of equity investments in 2006, 2005 or 2004.

Repair parts inventories are carried in order to provide a dependable supply of quality parts for servicing
the Company’s PP&E, particularly its glass melting furnaces and molding machines. The Company -
evaluates the recoverability of repair parts inventories based on undiscounted projected cash flows,
excluding interest and taxes, when factors indicate that impairment may exist. If impairment exists, the
repair parts are written down to fair value. The Company.continually monitors the carrying value of
repair parts for recoverability, especially in light of changing business circumstances. For example,
technological advances related to, and changes in, the estimated future demand for products produced on
the equipment to which the repair parts relate may make the repair parts obsolete, In these circumstances,
the Company writes down the repair parts to fair value. As part of the actions taken to close its Godfrey,
Ilfinois machine parts manufacturing operation, the Company recognized a write-down of excess repair
parts inventories of $7.9 million in 2006. Sce Note 18 to the Consolidated Financial Statements. .

I

Pension Benefit Plans

Significant Estimates - The determination of pension obligations and the related pension expense or’
credits to operations involves significant estimates, The most significant estimates are the discount rate
used to calculate the actuarial present valué of benefit obligations-and the expected long-term rate of
return on assets used'in calculating the pension charges or credits for the year. The Company uses
discount rates based on yields of highly rated fixed income debt securities at the end of the year. At'
December 31, 2006, the weighted average discount rate for all plans was 5.49%. The Company uses an
expected long-term rate of return on assets that is based on both past performance of the various plans’
_assets and estimated future performance of the assets. Due to the nature of the.plans’ assets and the -
volatility of debt and equity markets, results may vary significantly from year to year. For example,
actual returns in the Company’s two largest plans were.negative in each of the years 2000-2002. The
returns exceeded 20% in 2003, 18% in 2004, 10% in 2005 and 16% in 2006. The Company refers to
average historical returns over longer periods (up to 10 years) in determining its expected rates of return
because short-term fluctuations in market values do not reflect the rates of return the Company expects to
achieve based upon its long-term investing strategy. For 2007, the Company’s estimated weighted -
average expected long-term rate of return on pension assets is 8.1% compared to 8.1% for the year ended
December 31, 2006. The Company recorded pension expense of $8.7million, $4.0 million, and $36.8
million in 2004; 2005, and 2006, respectively, from its principal defined benefit pension plans. The -~
increase in net pension expense in 2006 resulted from lower return rates, the use of an updated mortality
table reflecting longer lifetimes, and higher amortization. Depending on currency translation rates, the
‘Company expects to record approximately $1.7 million of pension income for the full year of 2007." The
expected improvement in 2007 is principally the result of higher asset values in the U.S. plans. - -,

_“Future effects on reported results of operations depend on economic conditions and investment

performance. For example, a one-half percentage point change in the actuarial assumption regarding the

- expected return on assets would result in a change of approximately $19 million in pretax pension _

“expense for the full vear 2007. In addition, changes in external factors, including the fair values of plan -
assets and the discount rates used to calculate plan liabilities, could have a significant effect on the
recognition of funded status as described below. o ) A :
Recognition of Funded Status — In September 2006, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 158 (“FAS No. 158”), “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans”. The Company adopted the provisions of FAS
No. 158 as of December 31, 2006. FAS No. 158 requires employers to adjust the asscts and liabilities

. related to defined benefit plans so that the amounts reflected on the balance sheet represent the
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overfundedor underfunded status of the plans. These funded status amounts are measured as the. « i
difference between the fair value of plan assets and benefit obligations as of the balance sheet date. For.
pension plans, the fair value of plan assets is compared to the PrOJected Benefit Obligation (“PBO”). For
other postretirement benefit plans, the fair.value of plan assets is compared to the Accumulated . .,
Postretirement Benefit Obligation (“APBO?). In the Company’s case, the required.adjustments resulted in
a non-cash charge of $639.9 million ($617.1 million after tax) to-the Accumulated Other Comprehensive .
Income component of share owners’ equity. The most.significant of the requrred adjustrments was a» - -
$502.5 I‘miilOIl reduction of the prepard pension asset at December 31, 2006. o SRS

- .
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Fundmg- and Credit Compliance -‘The Company beheves it will-not be.requtred to make'cash - « .. oo~
contributions to the U.S. plans for at least several years. The Company expects to contribute .. - ...
approximately $55 million to its non-U.S. defined benefit pension plans.in 2007, down from $69.5 ., . .
million in-2006. The covenants under the Company’s Secured Credit Agreement were not affected. by the
'$617.1 million reduction in the Company’s et worth under FAS No: 158.. v . St

Contingencies and Litigation ' o

The Company believes that its ultimate asbestos-related Liability (i.el; its indemnity payments or other::
claim disposition ¢osts phis related legal fees) cannot be estimated with. «certainty. The Company's abihty
to reasonably estimate its-liability has been significantly affected by the volatility.of asbestos-retated -
litigation in the United States, the expanding list of non-traditional defendants that have been sued in this.
litigation, the continued use of litigation screenings to generate new lawsuits, the large number of claims
asserted or filed by parties who claim prior exposure to asbestos materials but have rio.present physical ...
impairment as a result of such exposure; and-the growing number of co-defendants that have filed for. »3-
bankruptcy. The Company believes that the bankruptcies of additional co-defendants have resulted in an
acceleration of the presentation and disposition of a number of claims, which would otherwise have been
presented and disposed of over the next several years. The Company continues to monitor trends which ..
may affect its ultimate liability and continues to analyze the deévelopmerits and variables affecting or: .
likely to affect the resoiunon of pendmg and future asbestos clalms against-the Company v At
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The' Company conducts a comprehensrve réview of its asbestos related liabilities and costs annually:in .
connection with' finalizing and-reporting its annual results of operations, unless significant changesun-s': -
trends or new developments warrant an earlier review. If the results of an annual comprehénsive review -
indicate that the existing amount of the accrued liability is.insufficient to cover its-estimated-future -
asbestos-related costs, then the Company will fecord an appropriate charge to increase.the'accrued ~ i+
liability. The Company believes that an estimation of the reaSonably probable amount-of the contingent .+
liability for claims not yet asserted against the Company is not possible beyond a period.-of several years.
Therefore, while the results of future annual comprehensive reviews cannot be determined, the Company
expects the addition of ane year to the estlmatlon pertod will. result in an-annual charge.; . oo
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In the fourth quarter of 2006, the Company recorded a charge of $120.0 million.(pretax and after tax)to -
increase its accrued liability for asbestos-related-costs. This-amount was reduced from the 2005 charge of
$135.0 million. The factérs and developments that particularly.affected the determination.of the- amount,
of this increase in the accrual included the:following: i) the decline in serious disease filings against the
Company and the srgmﬁcant decline in the non-malignancy filings; (ii) the Company s successful + »
litigation record during the year; (iii) the legislative developments and court rulings-in several. states “and.
(iv) the impact these and other factors had on the Company s valuation of exrstmg and future claims o
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. The Company’s estimates are based on a number of factors as described further in Note 20 to the -~ ...
Consolidated Financial Statements.

N - .
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Income Taxes

The Company accourits for income taxes unider the provisionis of FAS No. 109, “Accounting for Income

Taxes,” under which deferred tax assets and liabilities are r'f;cognized for the tax effects of temporary '
differences between the financial reporting and tax bases of assets and liabilities measured using the '
endcted tax rate. Income tax expense ,“fzylg $126.5 million for the year ended December 31, 2006. - '

Management judgment is required in determining income tax expense and the related balance sheet”” !
amounts. Judgments are required ‘coricerning the ultimate outcome of tax coritingencies and the e
realization of deferred tax assets. Actual income taxes paid may vary from estimates, depending upén’
changes in income tax laws, dctual results of operations, and thé final audit of tax returns by taxing ‘
authoritiés. Tax assessments may arise several years after tax returns have been filed. The Company |
believes that its recorded taX liabilities adequately provide for the probable outcome of these assessments.

Deferred tax assets are also recorded for operating losses and tax credit carryforwards. However, FAS No.
109 requires that a valuation allowance'bé recorded when it is more likely than not that some portion or
all of the deferred tax assets will not be realized. This assessment is largely dependent upon projected
near-term profitability including the effects of tax planning. Deferred tax assets and liabilities are
determined separately for each tax jurisdiction in which the Company conducts its operations or otherwise
incurs taxable income or losses. In the United States, the Company has recorded significant deferred tax
assets, the largest of which relate to nef aperating losses, capital losses, tax credits and the accrued '
liability for asbestos-related costs that are not deductible until paid. The deferred tax assets are partially”
offset by deferred tax liabilities, the most significant of which relate to the prepaid pension asset and'
accelerated depreciation. The Company has recorded a valuation allowance for the portion of U.S.
deferred tax assets not offsét by deferred tax liabilities. Under the riew accounting standard for

recognition of the funded status of postretirement benefit plans (as described above under Pension Benefit
Plans), in 2006 the Company was required to write off @ significant portion of its prepaid pension asset,
principally related to the U.S. pension plans, and incfease recorded liabilities for other U.S. plans.. The
related deferred tax liabilities and assets were also adjusted. As a result, in 2006 the Company wds

required to record an additional valuation allowance of $197.5 million.

~ .
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ITEM7A."  QUALITATIVE AND QUANTITATIVE DISCLOSURES ABOUT MARKET
RISK Col . ' o S ' |
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Market risks relating to the Company's operations result primarily from fluctuations in foreign currency
exchange rates, changes in interest rates, and changes in commodity prices, principally energy. The,
Company uses certdin derivative instrurnent§ to mitigate a portion of the risk associated with changing .
foreign currency exchange'ratés and ﬂuqt_u:gl"t(ing energy prices. In addition, the Company uses interest _rqté
swap agreements to managé a portion of fixed and floating rate debt and to reduce interest expense.

These instruments carry varying degrees of counterparty crédit risk. To mitigate this risk, the Company '
has established limits on the exposure with individual counterparties and the Company regularly monitors
these exposures. Substantially all of these’exposures are with counterparties that are rated single-A or
above. : ‘ " - ' ~ '
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Foreign Currerrcy Exchange Rate Risk T -

.

Earnings of operations outside the United States_

A substantial portion of the Company s operations are conducted by subsidiaries outside the U.S. The

. pnmary interriational markets served by the Company's subsrdranes are in Canada, Australia, South

America (principally Colombia, Brazil and: Venezuela) and Europe (principally Italy, France the'
Netherlands, Germany, the United Kingdom, and Poland).- I general, revenues earned and costs 1ncurred
by the Company's major 1nternat|onal operations are denominated in their respecnve Iocal currencies.
Consequently, the Company's reported financial results could be affected by factors such as changes in
foreign currency exchange rates or hlghly 1nfla‘nonary gconomic condmons in the mternattonal markets in

~ which the Company's subsidiaries operate. When the U.S. dollar strengthens against foreign currencies,

the reported dollar value of ]ocal currency earnings generally decreases when the U.S. dollar weakens
against foreign curréncies, the reported U.S. dollar value of local currency earnings generally i increases.
The Company does not have any significant foreign subs1d1ar1es that are denominated in the U.S. dollar,
however, if economic conditions in Venezuela were to decline, the Company may be required to adopt the
U.S. dollar as the functional currency for its subsidiaries in that country. The Company does not hedge

the foreign currency exchange rate nsk related’ to earmngs of operatlons outside the- Unlted States.

LS

Borrowings not den_ominated in the funcrional currency

Al y
v

Because the Company s subsldrarles operate w1th1n their local econonnc envrronment the Company

- believes it is.appropriate to finance those 0peratlons with borrowmgs déniominated in the local currency to -

the extent practicable where debt fmancmg is desirable ot necessary. Considerations, Wthh influence the
amount of such borrowings include long- and short-téim business plans, tax 1mp11catlons and the
availability of borrowmgs with acceptab]e interest rates and terms. In those countries where the local
currency is the.designated functional currency, this strategy mitigates the risk of reported losses or gams
in the event the foreign currency strengthens or weakens against the U.S. dollar. In those countries where
the U.S. dollar is the designated functional currency, however, local currency borrowmgs expose the
Company to reported losses or gams in the event the forelgn currency strengthens or weakens agamst the
U.S. dollar.

T . . +y

» - .-
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Available excess funds of a subsidiary may be redeployed through intercompany loans to other °
subsidiaries for debt repayment, capital investment, or other cash. requrrements Generally, each .
intercompany loan is denominated in"the lendér’s local currency giving rise to foreign currency exchange
rate risk for the borrower. To mitigate this risk, the lender generally entérs into a forward exchange '
contract whrch effectwely swaps the mtercompany loan and related mterest to its local currency

Certain of the Company s subsidiaries in the Umted States and Europe have entered into short terrn

foiward exchange contracts which effectively swap 1ntercompany loans to ‘'other subsidiaries that are .
denominated in the functional currency} of the borrowers Thesc contracts swap the prmc1pal amount of
loans and in some cases they swap the related mterest '

.- . DY
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The Company believes the near term_exposnre to fore1gn' currency exchange rate risk of its foreign ~
currency risk sensitive instruments was not material at December 31, 2006 and 2005.

Anterest Rate Risk

The Company’s interest expense is most sensitive 1o changes in the general level of U. S. interest rates

' apphcable to its U.S. dollar indebtedness.
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The Company has entered into a series of interest rate swap agreements with a total notional amount of -
$1.25 billion thatmature from 2007 through 2013. The swaps were executed in order to: (i) convert.a:
portion of the senior notes and senior debentures fixed-rate debt into floating-rate debt; (ii) maintain a
capital structure containing appropriate amounts of fixed and floating-rate debt; and (iii) reduce net
interest payments and expense in the near-term. -

Under the swaps, the Company receives fixed rate interest amounts (equal to interest on the
corresponding hedged note) and pays interest at a six-month U.S. LIBOR rate (set in arrears) plusa
margin spread (see table below). The interest rate differential on each swap is recognized as an
adjustment of interest expense during each six-month period over the term of the agreement.

: .. . - . . : . . ot : 4
The following table provides information about the Company’s interest rate sensitivity related to.its . :
significant debt obligations and interest rate swaps at December 31, 2006. For debt obligations, the table
presents principal cash flows and related weighted-average interest rates by expected maturity date. For
interest rate swaps, the table presents notional amounts and weighted-average interest rates by contract
maturity date. Notional amounts.are used.to calculate the contractual cash flows to be exchanged under ¢
the swap ¢ontracts. . o o C Ce

IR L

A Fair
c ' : . - There- =  Value at

(doliars in millions) * ' 2007 2008 2009 2010 2011 after ~ ' Total - ‘ 12/31/2006
" Long-term debt at variable rate: ' 7 | T ' h

Principal by expected maturity $26.2 5144 | $340 $60.6 $17L1 $644.7 39510 $951.0

Avg. principal outstanding $898.3  $8455 $8285 | §7970 36884 '$605.9 '

Avg, interest rate 6.60%. 6.60% 652% 652% 652% 652% )
Long-term debt at fixed rate: _ ,, . C : )

Principal by expected maturity $3000  $250.0  $8500  $250.0 $450.0 $2,021.2 $4,121.2 $4,209.9

Avg, principal outstanding §3,933.? . $3,665.0 $2,827.5  $2,565.0 $2,190.0 $2,021.2 -

Avg. interest rate : 8.00%  8.03% ..7.83% . 781%  783% . 783% . .
Interest rate swaps (pay '

variable/receive fixed): . . CL P s e

Notional by expected maturity - $300.0  $250.0 . $2500 . - $450.0. $1,250.0 . $284

Avg, notional outstanding $1,062.5 °$793.8. $700.0 $543.8 . $450.0  $450.0 L O .

Avg, pay ratc margin : AN g . . 4

over U.S. LIBOR L 362% 352%  352% - 3.61% -370% . 3.70%
Avg. fixed receiverate - "785%  791% - 7.98%  8.12%. . 825% " B23% .

The Company believes the fiear term exposure to interest rate risk of its debt obligations and interest rate
swaps has not changed materially since December 31, 2005.

Commaodity Price Risk
The Company has exposure to cémfnoclity price risk, principally related to energy.” The Company
believes it can mitigate a portion of this risk by passing commodity cost changes through to customers. In

addition, the Company enters into commodity futures contracts related to forecasted natural gas
requirements, the objectives of which are to limit the effects of fluctuations in the future market price paid
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for natural gas and the related volatility.in cash flows. The Company continually evaluates the, natural gas
market with respect to its forecasted usage requirements over the next twelve to twenty-four months and
periodically enters into commodity futures contracts in order to hedge.a portion of its usage requirements
over that period. Significant transactions related to commodity price risk are as follows: , v
e At December 31, 2006, the Company had entered into commodity futures contracts for approximately
57% (approximately 13,450,000 MM BTUs) of its-expected North American natural gas.usage. for-
full year of 2007 and approxrmately 9% (approxlmately 2,160,000 MM BTUs) for the full year of
2008. Cetn, o . o
. ' . T . o
The Company believes the near term exposure to commodlty price nsk of its commodrty futures contracts
. was not material at December 31, 2006 and 2005 < v .
Forward Looking Statements ' : . : e
This document contains "forward looking” statements within the meaning of Section 21E of the.Securities
Exchange Act of 1934 and Section 27A of the Securities Act of 1933. Forward-looking statements reflect
the Company's current expectations and projections about future events at the time, and thus involve
. uncertainty and risk. It is possible the Company's future financial performance may differ from
_ expectations due to a.variety of factors including, but not limited to the following: (1) foreign currency
fluctuations relative, to the U.S. dollar, (2) changes in capital availability or cost, including interest rate
fluctuations, (3} the general political, economic’and competitive conditions in markets and countriés
where the Company has its operations, including disruptions in the supply chain, competitive pricing
pressures, inflation or deflation, and changes in tax rates and laws, (4) consumer preferences for
alternative forms of packaging, (5) fluctuations in raw material and labor costs, (6) availability of raw
materials, (7) costs and availability of energy, (8) transportation-costs, (9) the ability of the Company to
raise selling prices commensurate with energy and other cost increases, (10) conseolidation among
competitors and customers, (1 1) the ability of the Company to integrate operations of acquired businesses
‘and achieve expected synergiés, (12) unanticipated expenditures with respect to environmental, safety and
health laws, (13) the performance by customers of their obligations under purchase agreements, and (14)
the timing and occurrence of-events which are beyond the control of the Company, including events -
related to asbestos-related claims. It is not possible to foresee or identify all such factors. Any forward
lookmg statements in this document are based on certain assumptions and analyses made by the.Company
in light of its experience and perception of historical trends, current conditions, expected future .
developments, and other factors it believes are appropriate in the circumstances. Forward-looking
statements are not a guarantee of future performance and actual results or developments may differ
materially from expectations. While the Company continually reviews trends and uncertainties affecting
the Company's results of operations and financial condition, the Company does not assurne any obligation
to update or supplement any particular forward looking statements contained in this document,

+ - - . - . . - e - e
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Share Owners of

. Owens-Illinois, Inc.

We have audited the accompanying consolidated balance sheets of Owens-Illinois, Inc..and subsidiaries
as of December 31, 2006 and 2005, and the related consolidated statements of results of operations, share
owners’ equity, and cash flows for each of the three years in the period ended December 31, 2006, Our
audits also included the financial statement schedule listed in the Index at Item 15, These financial
statements and schedule are the responsibility of the Company s management. ‘Our responsibility is to
eXpress an opmlon on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Publlc Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are frce of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates miade by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

- In our opinion, the financial 'statements referred to above present fairly, in all material respects, the
consolidated financial position of Owens-lllinois, Inc. and subsidiaries at December 31, 2006 and 2005,
and the consolidated results of its .operations and its cash flows for each of the three years in the period
ended December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in
our opinion, the related financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Owens-1llinois, Inc.’s internal control over financial reporting
as of December 31, 2006, based on criteria established in Internal Control-Integrated Framework issued
. by the Committee of Sponsoring Orgamzanons of the Treadway Commlssmn and our report dated March
1, 2007 expressed an unqualified opinion thereon :

As discussed in Notes 1, 14 and 15 to the consolidated financial statements;, the Company changed its
method of accounting for stock-based compensatlon defined benefit pension plans and other
~ postretirement plans, respectively, in 2006.

Emst & Young LLP C

Toledo, Ohio
March 1, 2007
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CONSOLIDATED RESULTS OF OPERATIONS
Dollars in millions, except per share amounts

Owens-Ilinois, Inc.

Years ended Decerber 31 2006 2005 2004
Revenues: ' : -
Net sales _ $ 74220 $ 7,079.0 § 61284
Royalties and net technical assistance 17.8 16.9 21.1
Equity earnings . 25.7 22.6 S 278
Interest 19.5 16.6 153
Other .+ - 385 54.6 70.8
7,523.5 7,189.7 16,2634
Costs and expenses: . _
Manufacturing, shipping, and delivery 6,084.0 5,719.5 4918.4
Research and development 322 20.8 254
Engineering /316 35.6 33.6
Selling and administrative 564.8 488.1 402.3
* Interest 488.2 460.7 474 9
Other 180.1 668.6 198.5
. ‘ 7,380.9 7,408.3 6,053.1
Earnings (loss) from contmumg operations - .
before items below e 142.6 (218.6) 2103
Prov;smn for income taxes 126.5 367.1 59
Minority share owners' interests in earnings ,
of subsidiaries 43.6 359 329.
Eamings (loss) from continuing operations (27.5) (621.6) 171.5
Net eamings of discontinued operations . 63.0 64.0
Net eamings (loss) . $ (275 8 (5586) S 2355
Basic earnings (1055) per share of common stock: ‘ }
- Farnings (loss) frorn continuing operations - $ 032) % 426 § - 10
Net earnings of discontinued operations 041 - 0.4
 Net earnings (loss) $ (032 $ (385 § 145
Diluted earnings (loss) per share of common stock: :
Earnings (loss) from continuing operations -§ (032) $ (4260 & 1.00
Net earnings of discontinued operations : 0.41 0.43
Net earnings (loss) $ 032 §$ (38) § 143

- See accompanying Notes to the Consolidated Financial Statements.
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.CONSOLIDATED BALANCE SHEETS Owens-Hl{inois, Inc.
Dollars in millions

2005

RE

an . - £y

Hy

54

. December 31, . 2006
; Assets C o '
Current assets:
,Cash 1ncludmg time dep051ts 0f$124 5 7
“ ($117.0 in 2005) $ 2227 $ 2466
*Short-term investments 327 51.9
- Receivables, less allowances of $52.4- .

“($47.4 in 2005) for losses and d1scounts 1,097.8 1,006.2
Inventories . 1,039.0 940.4
Prepaid expenses 40.5 37.2

Total current assets 2,432.7 2,282.3

Other assets: :
* " Equity investments 108.7 - 1149
.. Repair parts inventories 143.0 170.3
+ + Prepaid pension 488.5 988.1
* Deposits, receivables, and other assets 489.4 4445
- Goodwill 2,464.7 2,369.2
Total other assets 3,694.3 4,087.0
Property, plant, and equnpment S o
Land, at cost <2534 - 240.0
.. Buildings and equipment, at cost: . X
.+ Buildings and building equipment 1,116.7 ~1,045.3
.+ Factory machinery and equipment 4,912.1 4,620.4
Transportation, office, and miscellaneous equnpment 124.1 - 1236
... Construction in progress x : 146.3 -116.7
6,552.6 6,146.0
Less accumulated depreciation 3,3589 2,993.5
Net property, plant, and equipment 3,193.7 3,152.5
Total assets 9,320.7 $ 95218




CONSOLIDATED BALANCE SHEETS Owens Illmms Inc. (contmued)
Dollars in millions, except per share amounts *
December 31, - - 2006 2005

Liabilities and Share Owners® Equity -
Current liabilities: :
- Short-term loans 5. . . .. .% 4128 8 263

Actounts payable S ' - 940.0¢ ¢ . 843.0.
“Salaries and wages . - . o T 1490 153.6 |
.U.S. and foreign income taxes -~ * B 6.5 326
Current portion of asbestos-related liabilities . 149, 0 ‘ | 158.0
Other accrued liabilities - v e 3290 - 357:0; .
. Long-term debt.dile within one year . .~ . - . . - . . 3244 77 2500
. Total current liabilities . 23657 . 1,819
Long-term debt N C T 4794 50187
Deferred taxes *~  ~ e 122 - 186.0
‘Pension benefits” "~ - : o S < 1 O 1 12 S
Nonpension postretirement benefits 2931 - 2771
Other liabilities - C 393207 v 14292
Asbestos-related linbilites .. ... , .538.6 . T 57210
Commitments and contingencies ‘ o T
Minority share owners' interests ) o 2068 o 181.'$

Share owners' equity:

Convertible preferred stock, par value $.01 per share, liquidation
preference $50 per share, 9,050,000 shares authorized, issued )
and outstanding 452.5 . 452.5

Common stock, par value $.01 per share, 250,000,000 shares authorized, ) ' '
166,143,479 shares issued and outstanding, less 11,908,400 treasury
shares at December 31, 2006 (165,216,558 issued and outstanding

less 12 303, 308 treasury shares at December 31, 2005) ' - 1.7 1.7
Capital in excess of par value _ . T 02,3295 +2:297.0
Treasury stock, at cost ' : (2284) . (236.0) -
Retamed deficit - ~. o (1,604.4) -  (1,5554) -

_ Accumulated other comprehensive mcome (loss) (594.2) (235.9)

Total share owners' equity | 3567 - 7239

Total liabilities and share owners' equity - $ 93207 " $ 95218

See accompanying Notes to the Consolidated Financial Statements.
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CONSOLIDATED SHARE OWNERS' EQUITY Owens-lllinois, Inc.

Dollars in milhions

Years ended December 31, 2006 2005 2004
Convertible preferred stock - ' G -
Balance at beginning of year § 4525 $ 4525. § 4525
Balance at end of year * 4525 ° 452.5 . 452.5
Common' stock - e ) .
Balance at beginning of year 17 L6 1.6
Issuance of common stock T 0.1
Balance at end of year . 1.7 1.7 1.6
Capital in excess of par value " _ :
Balance at beginning of year 2,297.0 22611 . 22293
Issuance of common stock 325 359" 31.8
Balance at end of year 2,329.5 22970 ' 22611
Treasury stock L
Balance at beginning of year (236.0) (241.3) (247.6)
Reissuance of cormmon stock 7.6 : 5.3 6.3
Balance at end of year (2284) - - ." (236.0) (241.3)
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CONSOLIDATED SHARE OWNERS' EQUITY Owens-llinois, Inc. (continued) = - .. L
. Dollars in mitlions, except per share amounts, _ T b

Years ended Decerrber 31, : : : 2006 - o 2005 . 2004
Retained deficit _ o o ‘.
Balance at beginning of year : ‘ (1,555.4) 975.3) (1,189.3)
Cash dividends on convertible preferred e T _ !
stock — $2.375 per share o (21.5) (215 -+ (215)
Net earnings (loss)- = . L @5y (558.6) 2355
Balance at end of year ' (1,604.4) - (1,5554) - (9753)
Accumulated other comprehensive income (loss) . . _
Balance at beginning of year . (235.9) - 457 (243.1)
. Foreign currency translation adjustments 2855 © (289 3174
~ Change in minimum pension liability, net of tax 226 (7.2) T (215)
Adjustment to initially apply FAS No. 158, net of tax 617.1) '
Change in fair value of oen;am derivative i instruments, . : ‘ - ' .
_nmetoftax . o B ()] .15 (L)
Balance atend of year . " ©(594.2) (233.9) . 457 .
Total share owners' exity - o © 0§ 357 0§ 7239 ..°$ 1543

Total comprehenSivc income (loss)

~ Net earnings (loss) : : - S (215 5 (5586) .08 2355
.. Foreign currency translation ad_]uSl]TEI'ltS E 2855 (2889) - 317 4
- Change in minimmm pension liability, net of tax : 26 72y . (27_’.5)
~ Change in fair value of certain df:nvanve instruments, ‘ o o
__netoftax . o (49.3) 45 .. (1D
~ Total conprehenswe income (loss) $ 2313 0§ (%02 § 5243

- N .. . KA

See éccvompanying Notes to the Consolidated Financial Staternen‘ts. )



.CONSOLIDATED CASH FLOWS mes—llhmls, e

See accompanying Notes to the Consolidated Financial Statements.
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Dollars in millions .

Years ended Decarrber 31, Feu U L2006 T 2005 2004

‘Operaﬁng activities: - , o ’ ,
Net emungs {loss) L (275 8 (5586) § 2355
Net eamings of disoontinued operatlons . (63.0) (64.0)
“Non-cash charges (credits); :

Depreciation. - 469.0 4802 . 4360

Amortization of deferred costs 273 278 238

Armortization of defermed finance fees 129 16.0 15.0

Deferred tax provision (credit) 08 v (75.0) (93.3)

-CEQ and other transition charges 208, .,

Curtailmert of postretirerent benefits in The Netherlands . (159

Reverse non-L).S. defmedtaxvalwnmallmmmoftaxmdwgs X))

. Impaitment of goodwill T 494.0 -

US. deferred tax vahuation allowance 306.6
" Future asbestos-related costs i 120.0. 13507 1526

Gains on asset sales . . (28.1) 51.6)

Mark to market effect of natural gas hedge contracts 87" (3.8) 4.9

Restructuring costs and writeoffs of certain assets 27 -

Other ‘ ) 07, 240, 2 (598)
Change in non-current operating assets - Q27D (29.0) (9.8)
Asbestos-related payments (628" ' (7L (190.1)

" Reduction of non-curent liabilities (s8.1) . © (69.5) (25.6)
Change in components of working capital (252.8) (324) . 180.9
Cash provided by continuing operating activitics 1503 4531 | 5447
Cash provided by discontimed operating activities ' : - r - 652

Total cash provided by operating activities - - 1503 - -+ 453.1 6029

Investing activities: . . -
Additions’toproperty, plant and equiprment - contimuing ™ - . - v (3203) . - ToEe T T T T (436.7)
Additions to propesty, plant and equipment - discontirued . 2s5.1)
Acqusitions, net of cash acqmrai {11.6) (630.3)
Collections on receivables arising from consotidation of . o

receivables securitization program 127.3 50.7 :

Net cash prooeeds from divestitures and other 15.1 167.0 1,430.9
" Cash provided by (utilized m) investitig activities (1779) (198.0) 3388

Financing activities: P '

Additions to long-term debt 1,206.5 555.1 21251

Repaymerts of long-term deb (1,341.8) (740.3) {2,885.4)
Increase (decrease) in short-term loans 1589 - 11.6 (23.2)
Net payments for hedging activity R PR (%1 (98.0 (259
Payrment of finance fees and debt retirement costs o L (123) P ) B " (34.4),
Convertible preferred stock dividends o ers 1.5 T {213)
Issuance of common stock 80 _210 274

Cash utitized in financing activities . 0) s 270 - (837.9)

Effect of exchange rate fluctuations on cash 127 (13.3) 3.7

Increase (decrease) in cash - 3.9 - (3L 1145

Cash at begiining of vear 246.6 2779 163.4

Cash at end of year 3 2227 3 24b.6 3 2119




Owens-Illinois, Inc,
.. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS =~ ~.

- Tabular data-dollars in millions, except share and per share amounts

o .o v . r . o
' . PRI . . f e .

L. Slgmﬁcant Accountmg Policies. ' ' o e ot o
,.l:‘rn 3. [ ":--‘; ), . - 1 [ Ll "l'.. '
Basis of Consolidated Statements The consohdated financial statements of Owens-Illinois, Inc. -
(“Company™) include the actounts of its subsidiaries. Newly acquired subsidiaries have been mcluded in
the consolidated financial statements from dates of acquisition. Results of operations for the blow-molded
plastrc contamer businéss-divested in 2004 have been presented as a dlscontmued operatlon P
AR A R P P “
Certain amounts included in the Consohdated Statement of Cash Flows for the year ended December 31,
2005 have been reclassified to conform to the 2006 presentation. These amounts, which relate to receipts
from customers in payment of the accounts receivable in the European accounts receivable securitizdtion
program at the date of its consolidation, have been reclassified from operating activities to investing .-
activities. See Note 6 for additional information. While this reclassification had no effect on total cash
flows, cash provided by operations and cash utilized in investing activities both decreased by $50.7
million: "Net earmngs and share ‘owners’ equlty were not affected by this reclassification. g
I T A e I
The Company uscs'the equity. method of accountmg for investments in which it has a mgmficant
ownership interest, generally 20% to 50%. Other investments are accounted for at cost. ey

Nature ‘of Operations The Company is a leading'manufacturer of glass container and plastics packaging
products operating in‘two product segments. The Company’s principal product linés in the Glass -« -~
Containers product segment are glass containers for the food and beverage industries. Sales of the Glass
Containers'product segment were 90%of the Company’s 2006 consolidated salés. The Company has
glass'container operations located in 21 countries, while the plastics packaging products operations are
located.in.5 countries. The principal markets and operations for the Company’s glass products are in *.
North America, Europe, South America, and Australia. The Company’s principal product lines in the
Plastics Packaging.product segment include healthcare containers, closures'and prescription containers. -
Major markets for the Company’s plastics packaging products include the United States health care -
market.

Fdor P T v Y ‘ e T
Use of Estimates . The preparation of ﬁnanmal statements in conform1ty w1th accounting principles* "
generally accepted in the United States requires management of the Company to make estimates and .
assumptions that affect certain amounts reported in the financial statements and accompanying notes.

. Actual results may differ from those éstimates, at which time-the Company would revise its estimates = -
accordingly. For further information on certain of the'Company’s significant estimates relative to
contingent liabilities, see Note 20.

ke LT LR i ‘ . .
Cash The Company defines “cash” as.cash and time deposns wrth maturities of three months or less
when purchased: Outstanding checks in-excess of funds on deposit are included in accounts payable. -
Fair Values of Financial Instruments The carrying amounts reported for cash, short-term investments
and short-term.loans approximate-fair value. In-addition, carrying amounts approximate fair value for
certain long-term debt obligations subject to frequently redetermined interest rates. Fair values for the
Company’s significant fixed rate debt obligations are generally based on published market quotations.

Derivative Instrumentsr. The Company uses currency swaps, interest rate swaps, options, and g
commodity futures contracts to manage risks generally -associated with foreign.exchange rate, interest rate
and commodity market volatility. Derivative financial instruments are included on the balance sheet at
fair value. Whenever possible, derivative instruments are designated as and are effective as hedges, in
accordance with accounting principles generally accepted in the United States. If the underlying hedged
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Owens-Ilinois, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

transaction ceases to exist, all changes in fair value of the related derivatives that have not been settled are
recognized in current earnings. The Company does not enter into derivative financial instruments for
trading purposes and is not a party to leveraged derivatives. In accordance with FAS No. 104, cash flows
from fair value hedges of debt and short-term forward exchange contracts are classified as a financing
activity. Cash flows of cuirency swaps, interest rate swaps, and commodity futures contracts are”  * . .
classified as operating activities. See Note 9 for additional information related to derivative instruments.

Inventory Valuation The Company values most U.S. inventories at the lower of last-in, first-out (LIFO)
cost or market. Other mventorles are valued at the lower of standard costs (which approximate average
costs) or market. : o

Goodwill Goodwill represents the excess of cost over fair value of assets of businesses acquired. -
Goodwill is evaluated annually, as of October ‘1; for impairment or more frequently if an 1mpamnent
indicator exists. R :

-
i

Intangible Assets and Other Long-Lived Assets Intangible assets are amortized over the expected
useful life of the asset. The Company evaluates the recoverability of intangible assets and other long-
lived assets based on undiscounted projected cash flows, excluding interest and taxes, when factors
indicate that impairment may exist. [f impairment exists, the asset is written down to fair value.

Property, Plant, and Equipment Property, plant and-equipment (“PP&E™) is carried-at cost and
includes expenditures for new facilities and equipment and those costs which substantially increase the
useful lives or capacity of existing PP&E. In general, depreciation is computed using the straight-line
method and recorded over the estimated useful life of the asset. Factory rhachinery and equipment is
depreciated over periods ranging from 5-to 25 years with the majority of such assets (principally glass-
melting furnaces and molding machines) depreciated over 7-15 years. Buildings and building equiprnent
are depreciated over periods ranging from 10 to 50 years. Maintenance and repairs are expensed as
incurred. Costs assigned to PP&E of acqulred businesses are based on estimated fair values at the date of
acquisition. - . o -

Revenue Recognition The Company recognizes sales, net of estimated discounts and allowances, when
the title to the products and risk of loss are transferred to customers. Provisions for rebates to customers
are provided in the same period that the related sales are recorded. -

Shipping and Handlmg Costs Shlppmg and handling costs are 1ncluded with manufactunng, Shlpplng,
and delivery costs in the Consolidated Statements of Operations.

Income Taxes on Undistributed Earnings In general, the Company plans to continue to reinvest the
undistributed earnings of foreign subsidiaries and foreign corporate joint ventures accounted for by the -
equity method. Accordingly, taxes are pr0v1ded only on that amount of undistributed earnings in excess -
of planned reinvestments.

Foreign Currency Translation The assets and liabilities of most subsidiaries and associates are
translated at current exchange rates and any related translation adjustments are recorded directly in share
owners’ equity. . S . . oL

Accounts Receivable Receivables are stated at amounts estimated by management to be the.net

realizable value. The Company charges off accounts receivable when it becomes apparent based upon
age or customer circumstances that amounts will not be collected.

60




Owens-lllinois, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued)

Allewance for Doubtful Accounts The allowance for doubtful accounts is established through charges
to the provision for bad debts. The Company evaluates the adequacy of the allowance for doubtful
accounts on a periodic basis. The evaluation includes historical trends in collections and write-offs,
managemert’s judgment of the probability of collecting accounts and management s evaluatlon of
business risk. -

New Accountmg Standards In July 2006, the Financial Accounting Standards Board issued -
Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income Taxes”. This mterpretat!on was
issued to clanfy the accounting for uncertainty in income taxes recognized in an enterprise’s financial
statements in accordance with FAS No. 109, “Accounting for Income Taxes”. FIN 48 defines criteria that
an individual tax position must meet for any part of the benefit of that position to be recognized in an
enterprise’s financial statements and also includes requirements for measuring the amount of the benefit
to be recognized in the financial statements. FIN 48 is effective for fiscal years beginning after December
15, 2006, theréfore the Company will adopt its provisions effective as of January L, 2007 The Company
has not yet determined the impact of adopting FIN 48,

In September 2006, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 157 (“FAS No. 1577), “Fair Value Measurements”. FAS No. 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. FAS No. 157 applies under other accounting )
pronouncements that require or permit fair value measurements. The statement does not require any new
fair value measurements. The statement is effective for fiscal years beginning after November 15, 2007.
_ Adoption of FAS No. 157 is not expected to have a material impact on the Company’s results of
operations or financiat position. = - | -

In February 2007, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 159 (“FAS No. 159”), “Fair Value Option for Financial Assets and Financial Liabilities -
Including an amendment of FASB Statement No. 115”. FAS No. 159 permits entities to choose to
measure many financial instruments and certain other items at fair value. The statement is effective for
fiscal years beginning after November 15, 2007. Adoption of FAS No. 159 is not expected to have a
material impact on the Company’s results of operations or financial position.

‘Stock Options and Other Stock-Based Compensation The Company has five non-qualified plans,
which are described more fully in Note 13. In December 2004 the Financial Accounting Standards
Board issued FAS No. 123R, "Share-Based Payment,” which requires that the cost resulting from all
share-based. payment transactions be recognized in the financial statements. The statement requires a
public entity to measure the cost of employee services received in exchange for an award of equity
instruments based on the grant-date fair value-of the award. That cost is recognized over the required -
service period (usually the vesting period). No compensation cost is recognized for equity mstruments for
which employees do not render the requnred service.

The Company adopted the provisions of FAS No. 123R effective January 1, 2006 using the modified-
prospective method of adoption, which requires recognition of compensation cost in the financial
statements beginning on the date of adoption. As a result-of adoption, pretax earnings for 2006 were
reduced by $10.2 million ($9.7 million after tax) for additional compensation expense related to stock
options. The additional compensation expense included $1.0 million for accelerated vesting of options
held by the former CEO at the time of his separation in November 2006 and $1.9 million for fuily vested
options granted to the new CEO in December 2006. Basic and diluted earnings per share for 2006 were
reduced by $0.06. The adoption of FAS No. 123R had no effect on cash flows.
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Owens-lllinois, Inc:

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contlnued)

Prior to the-adoption of FAS No.123R, the Company:accounted for stock options under the disclosure-: *
only provisions (intrinsic value method) of FAS No. 123, “Accounting for Stock-Based Compensation.”
If the Company had elected to recognize compensation cost based on the fair value of the options granted «
at grant date as allowed by FASNo. 123, pro forma net earnings-and earning per share would have been -
as follows for the period indicated: S

S L 2005, 2004
Net earnings (loss): | ' | L o Sl
Asreported : $ (558.6) " ‘$" 2355 7
-Compensation cost determined under fair value o o L
based method for stock option awards net of $a3 T T oo T
. million and $4.2 million of related tax effects for the (1.0) ©8)
2005 anid 2004, respectively. ‘. R, - e R
' Additional valuation allowance on deferred ) PR . o - O
tax assets (4.3)
Proforma .~ , . . O AR $. (569.9). 8 2287 . .. 1]
Basic eamings (loss) pershare Ce o U S o
Asreported = .° o T T 2 B 145 S
Pro forma’ PO SRR X7 T 140 vy
Diluted eamnings (loss) per share:' o ’ : |
As reported s N ' - (3.8%) . l 43 y
Pro forma ' (3.92) . 138 R

The farr value of each optlon grant is estlmated on the date of grant usmg the Black- Scholes optronf -- o

\' .y

pricing model with the following assumptlons v s R L AT L

“ G -, Tttt .o B TH S

e 12006 o 2005 -0 : -‘2004"';- '
Range of expected lives of options (years) 3.50-4.75 4.75-5.00 5.00
Range'of expected stock prlce volatilities ' * 32 7%-50 5% 50 0%-74 1% 72 3%-74 0%
Weighted average expected stock price volatilitie's ‘ '4.4J9°/o ©739% '.‘, T 3.9%
Range of risk-frée interest rates |, © " THe 4 l% 5.1%° 4. 2%-4 3% 2. 7%-3 %
Expected dividend yield 0 000 LU00% T 00%., o 0. 0%

: e S t IR -:.1'-5...

The expected life of options is based on the assumptlon that; on aveérage, opt1ons will be exerciséd at the’
mid-point between the vesting date and the expiration date. The expected stock price volatility is "
determined by reference to hlstoncal prrces over a penod equal to the expected life.

The fair value of other equity awards, consisting of restricted shares and perfonnance vested restncted

share un1ts i’ equal to the quoted market valite at the time‘of grant

lsé.
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Owens-1llinois, Inc.

™

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS = (Contlnued)

R

2. Earnings Per Share The following table sets forth the computatlon 'of basic and diluted: earnmgs per

share: .. ¢ . S S ;'*"_v

YearsendedDecemberN 7 L 2006' .. oy -;*.2005"

2004,

ER - S - R

Numerator: ==~ X : S
Ty (275 %

Earmngs (loss) from contmumg operations”~~ (621.6)

Convertible preferred stock dividends ’ (21.5) - (21.5)

IR 17157

T @Ls)

Numerator for basic earnings (loss), por
share - income (loss) available to

(643.1)

common share owners . . $ (49.0). $

Denominator: - oo - ’ Yo
Denominator for basic earnings (loss) per
« share -- weighted average shares . ..
outstanding
Effect of dilutive securities:
Stock options and other
Denommator for dilutéd eamings (loss) per
share — adjusted weighted average
shares and assumed exchanges of ... ... . : - .
.preferred stock for common stock - '"-,;‘ L 152,071,037

152,071,037 150,909,812

P [ - . -

P

a4

150,909,812 -

$ . 1500

147, 963 ne

. 1,716, 175

“t

149,679,591

Basic eamings (loss}) per share: . _ :
Eamnings from continuing operations "8 ~(032)  § (4.26)
Net earnings of discontinued operations - Coo . © 041

$ 101"

- 0.44

Net earnings (loss) 3 .{(032) - § (3.85) .
~ Diluted. eammgs  (oss) per share? ~ ' A

L [ B

Eammgs from continuing operations R 0.32) § (4.26)
Net earnings of discontinued operations L 0.41

$ - 145

$ 100
043

Net earnings (loss) . $ . 032 § (3.85)

$ 143

ek - O - o S - . . - . ™

See Note 12-f'or. addi'![ion'ai infofmation on Convertible Preferred Stock,.'_ - R TI

- v

The convertible preferred stock was not included in the computation of 2004 diluted earnings per share
since the result would have been antidilutive. Options to purchase 5,067,104 weighted average shares.of-
common stock which were outstanding durmg 2004.were not included in the computation of diluted

" earnings per share- because the options’ exercise prices.were greater than the average market price of the -

common shares. For the years ended December 31, 2006 and 2005, diluted earnings per share of common

stock were equal to ba:lC eammgs per share of common stock due to the net loss ,

e R
A .
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. Owens-Illinois, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

3. Changes i in Components of Workmg Capital Related to Operations Changes in the components

. of working capital related to operations (net of the effects related to acquisitions and divestitures) were as
. follows (the 2005 receivables amount has been adjusted to conform to the 2006 presentation m relation to
. the European accounts recelvable securltlzatlon program):

2006 2005 2004
Decrease (inerease) in current assets: . . - o
- Short-term investments o $ 225 - 8§ (23.7)  .$ - (0.6)
~ Receivables " (162.8) - (75.2) Ci6LS
Inventories - (312 730" 106.7
: Prepald expenses . ) o o (2.6) . O .(40) 7 364
Increase (decrease) in current ]1ab1]1t1es : . - :
Accounts payable : 519 . 478 75 3
Accrued liabilities ‘ (82.1) (184) (107.7)
Salaries and wages .. (24.4) (7.5) T 9.9
U.S. and foreign income taxes (24.1) (244) - . (36.5)
, ' $ (2528 § (324) $ 1450
" - Continuing operations T (252.8) (32.4) . 1809
Discontinued operations ’ : o (35.9)

$ (2528) . S (324) .S 1450

4. Inventories Major classes of inventory are as follows:

. | - 2006 2005
_Finishedgoods' o ' , E : $ 8578 'S:,: 779.6

Work in process. B ' : . 1T 38
‘Raw materials 7 = el ' ' ‘ 1046 - .- 9Ll
. Operating supplies . . . it - 689 . 1. 662

$ 10350 . § . 9404

If the 1nvent0r1es whlch are valued on the LIFO method had been valued at standard costs, which -
appr0x1mate current costs, consolidated invéntories would be higher than reported by $34 4 million and .
$40 6 million at December 31, 2006 and 2005 respecnvely

Inventories which are valued at the lower of standard costs (which approximate average costs) or market- ‘
at December 31, 2006 and 2005 were approximately $861.9 miliion and $780.3 million, respectively. -
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Owens-Illinois, Inc

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) .

5. Equity Investments Summarized information pertaining to the Company 5. equ1ty associates follows

2006 2005 .
At end of year: T .
Equity in undistributed eammgs : ,
Foreign § 29.2 52760 .
Domestic - ~ 159 T 17.6 : B
R i e e . A
Total '3 45.1 $°745.2 - {
2006 2005 2004 ;.
For the year: ’ ‘
Equity in earnings: . o . v
Foreign ‘s - 43 $ 90 3§ 178
Domestic . 214 . 13.6 '10 0
Total $ 257 8 226 $ .18
Dividends received §° 450§ 110 8 ‘12 8
’ i
o
"l
b . |
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o Owens-Illinois, Inc.
NOTES'TO CbNSOLIDATED FINANCIAL STATEMENTS - (Continued)

6. Long-Term Debti The followmg table summarizes the long-term-debt of the Company at December ©
31, 2006 and 2005 '

! P, T s - - - b et b e s et e 2006-. . e ...-;-..ZOOS PR

Secured Credit Agreement: . _ . M

Revolving Credit Facility: o SR £
Revolving Loans © - . S ‘- $ 452 . % . -

* Term Loans: o o ‘ ’

Term Loan A (292.5 mllllon AUD) A "“." . N [ X 1 It S ” ) o

Term Loan B ; :‘- ST tLia T TS T T e, = 19550 - L .‘ :i' -

Term Loan C (134.6 million CAD) 115.9

“Term Loan D (€195 5'million) ~ o [ 7 S
Third Amended-and Restated Secured Credit Agreement S C e e e e e e e

Revolving Credit Facility: e R
Revolving Loans S ’ R T :

Term Loans: . . . . : -

" AlTemLoan - o ) 2239
BI Term Loan Tee el e e Mg e i o - - 08
ClTermLoan - ¢ V=27 0 . : 1856
C2TermLoan =~~~ 7 T T TR T Mmoot mmmmomm o omm e T 549

Accounts recelvable securitization (included in short-term o o

loans at Dcc 3l 2006) LT i 7o _.’.f.fL Tl C LAl S T e LT TR el P - SN - TTAY L an - b i

European program ) . ' 231.8

Asia Pacific program ‘ o 80.6
Senior Secured Notes: : : - N :

8.875%, due 2009 ~ 850.0 1,000.0

7.75%, due 2011 450.0 450.0

8.75%, due 2012 - . 625.0 625.0
Senior Notes: ) : . :

8.10%, due 2007 . 2982 294.8

7.35%, due 2008 . . 2457 2440

- 8.25%, due 2013 g . 4335 4333

6.75%, due 2014 ' . . - 400.0 400.0

6.75%, due 2014 (€225 million) .- . o 296.2 267.0
Senior Debentures: '

*7.50%, due 2010 ; 244.2 243.9

7.80%, due 2018 T . 250.0 250.0
Senior Subordinated Notes: o . . : . : ‘

9.25%, due 2009 : . - 0.5
Other . . : - 105.5 | 64.6
Total long-term debt ) .o ) 5,043.8 5,270.7

Less amounts due within one year ~ .. 3344 252.0
Long-term debt = i K $ 4,7194 $ 50187

On June 14, 2006, the Company’s subsidiary borrowers entered into the Secured Credit Agreement (the
“Agreement”). Proceeds from the Agreement were used to repay all outstanding amounts under the
previous credit agreement. At December 31, 2006, the Agreement included a $900.0 million revolving
credit facility, a 292.5 million Australian dollar term loan, and a 134.6 million Canadian dollar term loan,
each of which has a final maturity date of June 15, 2012. It also included a $195.5 million term loan and a
€195.5 million term loan each of which have a final maturity date of June 14, 2013. The Agreement also
permits the Company, at its optlon to refinance certain of its outstanding notes and debentures prior to
their scheduled maturity. The Company recorded $10.2 million of additional interest-charges for the
write-off of unamortized finance fees related to the early repayment of the previous credit agreement.
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Owens-Illinois, Inc. ' e C
NOTES TO CONSOL!DAT ED FINANCIAL STATEMENTS - (Continued)

At December 31,2006 the Company s subsrdraryF borrowers had unused credit of $765.6 million available
_undertheAgreement D T2 (LT U+ I T O SRR NCR L R
AT R "'- S T . e L "'i'r'. 4 .
The interest rate on borrowmgs under the Revolvmg Credlt Facrllty is, at the Company s optlon the Base
Rate or the?’Adjusted Eurodollar rate.;:The. interest rate on borrowings under,the Revolving Credit Facility
also includes a margin linked to the Company’s Consolidated Leverage Ratio, asdefinedin the: . "1,
Agreement. The margin is limited to ranges of 1.125% to 2.0% for Eurodollar loans and 0.125% to 1.0%
for Base Rate loansa:The weighted average interest-rate on borrowings outstanding under the Agreement.”
at December 31, 2006 was 6.52%. While no compensating balaices.are requrred by the Agreement; the .
Borrowers must pay a facility fee on the Revolvmg Credit Facrhty commitments ranging from 0.20% o
0.50%. T T At L T . N R T .

Cest et

i - e
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Borrowings under the Agreement are secured by substantially all of the assets of the Company’s domestrc
_subsidiaries and certain: foreign subsidiaries, which have a book value of approximately $3.4 billion.
Borrowings are also.secured by a pledge of intercompany debt and equity in most of the Company’s
domestic subsidiaries and stock of certain foreign subsidiaries. All borrowings under the agreement are
guaranteed by-substantially all domestic subsidiaries ‘of-the Company for the term of the Agreement» .
The Agreement contams covenants and provisions that among other things, restrict: the ab1l|ty of the
Company and its ‘subgidiaries to d1spose of assets, lncur additional indebtedness, prepay, other *
indebtedness or amend certain debt instruments, pay dividends, create liens on assets, enter into
contingent obhgatrons, enter into sale and leaseback transactions, make investments, loans or advances
~ make acquisitions, 1engage in mergers or eonsolldatlons change the business conducted engage'in certaln
transactions with affiliates and otherwrse restrict certam corporate activities. In addrtron the Agreement
contains financial covenants that requlre the Company to maintain specified financial ratios-and meét
specified tests based upon ﬁnancral statements of the Company and its subsidiaries on a’ consoltdated
basis, including minimum interest coverage ratios, maximum leverage ratios and ‘specified caprtal
expenditure tests. T P

]

W

T S - ' vt

During July of 2006, a subsidiary'of the Company used borrowings under the Agreemeni to repurchase
$150.0 million principal amount of the 8.875% Senior Secured Notes due 2009. During the third quarter,
the Company recorded $7.3 million of additional interest charges for note repurchase premiums and the
related write-off of unamortized finance fees. B PR N e rTmee

; I TR
N T T o TR D . S i e e
During the:fourth quarter of.2005,.the Company expanded the capacrty of its European accounts ! .
receivable securitization,program from €200 million to €320 million to include operations in ltaly and the
United I(mgdom The accounts receivable securitization program provrdes lower costs of ﬁnancmg "than
traditiona] bank debt. The terms of this expansion resulted in.changing from off-balance sheet to,on;.
balance sheet accounting, for thé program by consolidating both the accounts recervable in the. program L
and the secured indebtedness of the same amount. Cash inflows related to receipts from customers in
payment of the accounts receivable consolidated at December 13,-2005 have been classified as. investing
cash inflows in the accompanying Consolidated Statement of Cash Flows., | 0 oo us g Lo
During October of 2006, the Company entered into a new-€300 million European accounts recelvable T
securitization program. The new program replaces the previous European program, described in the
preceding, paragraph which was set to terminate in October 2006. s . - 0 i)

At December 31, 2006: the European program had a balance of $ 195 0 mrlllon and the, Asra Paelﬁc .’.
program had a balance of $84.4 million recorded in short term loans. The interest rate on the accounts
receivable securitization program is a local short term variable rate plus a margin over the vanable rate of

0.70% for the European program and 0.85% for the Asia Pacific program. The weighted average interest
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rate on borrowings urider the European program was 4.81% at December 31, 2006, The weighted
average interest rate on borrowings under the Asia Pacific program was 7.43% at December 31, 2006.
These programs have maturity dates ranging from January of 2008 through October of 2011.

Annual maturities for all of the Company’s long-term debt through 2011 are as follows: 2007, $324.4
million' 2008, $260.1 million; 2009, $884.0 million; 2010, $304.8 million' and 2011, $621.1 million.

Interest paid in cash, including note repurchase premiums in 2006 and 2004, aggregated $461.0 million -
for 2006 $450.9 mllllon for 2005, and $548.8 million for 2004.: '

Fair values at December 31, 2006, of the Company’s 31gn1ﬁcant fixed rate debt obllgatlons WETe as
follows:

. “ + Principal Amount  Indicated Fair Value Hedge Value

N © (millions of ‘Market (millions of (millions of
. dollars) ° ° Price dollars) dollars)
Senior Secured Notes: . '
8.875%, due 2009 : - % 8500 102.52. $§ 8714
7.75%, due 2011 _ ' ~ 4500 103.50 465.8
8.75%, due 2012 ‘ 625.0 - 106,25 664.1
Senior Notes: . . : . hs
. 8.10%, due 2007 | ' 300.0 , 100.50 301.5 $ 298.2
7.35%, due 2008 - . 250.0 100.88 252.2 245.7
8.25%, due 2013 . . 450.0 103.25 . 464.6 . 433.5
6.75%, due 2014 . 4000 97.75. 391.0
6.75%, due 2014 ( 225 million) A . 296.2 99.75 : 295.5
Senior Debentures: ' ‘ :
7.50%, due 2010 : 250.0 - 101.50 253.8 2442
7.80%, due 2018 . 2500 . 100.00. 250.0

7. Operating Leases Rent expense attributable to all warehouse, office buildings and ‘equipment °
operating leases was $89.6 million in 2006, $81.9 million in 2005, and $89.8 million in 2004. Minimum
future rentals under operating leases are as follows: 2007, $49.2 million; 2008, $36.6 million; 2009,
$25.0 million; 2010, $18.8 million; and 2011, $8.1 million; and 2012 and thereafier, $8.3 million.

8. Foreign Currency Transactions ~Aggregaté foreign currehcy exchange gains (losses) included in
other costs and expenses were $(1.6) million in 2006, $2.8 million in 2005, and $(9.5) million in 2004.

9. Derivative Instruments At December 31, 2006, the Company had the following derivative
instruments related to its various hedging programs;

Hedges of Debt
. - ! 1 .
Certain of the Company’s subsidiaries have entered into short term forward exchange contracts which
effectively swap intercompany loans to other subsidiaries that are denominated in the functional currency
of the borrowers. These contracts swap the principal amount of loans and in some cases they swap the
related interest. -
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The Company recogmzes the above derivatives,on the balance sheet at fair value. Accordingly, the
changes in the value of the swaps are recognized in-current earnings and are expected to substantxally .
offset any exchange rate gains or losses on the related nonfunctional currency 1oans For the year ended
December 31, 2006, the amount not offset was not material. : -

r
1

Interest Rate Swaps Deszgnated as Fair Value Hedges

In the fourth quarter of 2003 and the first quarter of 2004, the Company entered into 2 series of interest -
rate swap agreements with a total notional amount of $1.25 billion that mature from 2007 through 2013.
The swaps were executed in order-to: (1) convert a portion of the senior notes and senior debentures fixed--
rate debt into floating-rate debt; (i) maintain a capital structure contammg appropriate amounts of fixed
and floating-rate'debt; and (iii) reduce net mterest payments and expense in the near-term. :

The Company $ ﬁxed to-variable 1nterest rate swaps are accounted for as fair value, hedges Because the
relevant terms 'of the swap agreements match the corresponding terms of the notes, there is no hedge e
ineffectiveness. Accordingly, the Company recorded the.net of the fair market values of the swaps as a
long-term hab:hty along with.a correspondmg net decrease in the carrymg value of the hedged debt.
Under the swaps the Lompany receives ﬁxed rate mterest amounts (equal to interest on the
correspondlng hedged note) and pays interest at a six-month U.S. LIBOR rate (set in arrears) plus a.
margin-spread (see table below). The interest rate differential on each swap is recognizedasan =
adjustment of interest expense during each 51x-month period over the term of the agreement. 3.

The following selected mformatlon relates to falr value swaps at December 3 1, 20_06_(based ona
projected U.S. LIBOR rate of 5.1515% based on rates at December 31, 2006): ~

- ) . - . G o D . § o
. Asset.

Amount- - . .Receive .: , Average . (Liability)

Hedged . Rate. .. - - Spread _ '+ - .Recorded
Senior Notes due 2007 $ 3000 8.10% 45% § (1.8)
Senior Notes due 2008 ] 250.0 7.35% T 3.5% r(4.3)
Senior Debentures due 2010 e 2500 0 . 7.50% 3.2% - . (5.8)
Senior Notes due 2013 : .450.0 .. 8.25% c o 37% . (16.5)

Total .- -~ 8§ 12500 ' § " (284)

Commodity Hedges

The Company enters into commodity futures contracts related to forecasted natural gas requirements, the
objectives of which are to limit the effects of fluctuations in the future market price paid for natural gas
and the related volatility in cash flows. The Company continually evaluates the natural gas market with
respect to its forecastéd usage requirements over the next twelve to twenty-four months and periodically
enters into commodity futures contracts in order to hedge a portion of its usage requirements over that
period. At December 31,2006, the Company had entered into commodity futures contracts for .
approximately 57% (approximately 13,450,000 MM BTUs) for the full year of 2007 and approximately
9% (approximately 2,160,000 MM BTUs) for the full year of 2008.

The Company accounts for the above futures contracts on the balance sheet at fair value. The effective
portion of changes in the fair value of a derivative that is designated as, and meets the required criteria
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for, a cash flow:hedge is recorded in OCI and réclassified into earnings in the same period or.periods - «-
during which the underlying hedgéed item affects earnings. --Any-material portion‘6f'the-chiange in the.fair
value of a derivative designated as a cash flow hedge that is deemed to be ineffective is recogmzed in
currenteammgs . T P LN

The above futures contracts are accounted for as cash flow hedgés'at December 31, 2006. - - TRt
At Décember 31, 2006, an-unrecogrized loss of $32.8 mllhon (pretax and after'tax); related to the.w . &

domiestic’ commodlty futures contracts, was included in OCL{ which will be reclassified: into earnings over
‘the néxt twelve months The meffectweness related to these natural gas hedges: forithe year ended -+~ &

December 31, 2006 was not material: ' DR A TS B AT L IS S I (N \ls
N DR VIR 1T AL TR ICSR ISR D PRI SCTPRTI
OIherHedges
oo . el .", o :q. ALY e Y Ll e -‘.’I'-.}nl“.. '{"‘: il i o

The Company 8 sub51dlar1es may ‘enter into short-term: forward: exchange or option‘agreemnients to.
purchase foreign' currencies at set rates in the future.. These agreements are used to limit exposuretto  -r-
fluctuations in foreign currency excharige rates foi'significant planned purchases of fixed assets or™ - - »
commodities that are denominated in currencies other than the subsidiaries’ functional currency.
Subsidiaries may also use forward ‘ex¢hange agreements to offset the foreign currency riskfor receivables
and payables not denominated in, or indexed-to, théir functional:currencies: The Company records'these -
short-term forward exchange agreements on the balande sheet at fair value'and Changes in the-fair value e
are recognized in current earnmgs B LR I PR (S A T

Balance Sheet Classification 7%+ . 7 BTt e T bt

o R <3 * . T |'.7c .,‘.l.‘\i' ' .

* The Company records the fair values of derivative financial instruments on the balance sheet as follows:
(1) receivables if the instrument has a positive fair value and maturity within one year, (2) deposits,
receivables, and other assets if the instrument'has a positive fair value and maturity after one year, (3)
accounts payable and other-accrued liabilities if the instrument-has a negative fair value and maturity
within one year, and (4) other liabilities if the instrument has a negative fair value %f.ld, maturity after one
year. St

. ,-‘ ‘ B 5o .li,: [ »:",’

10. Accumulated Other Comprehenswe Income (Loss) The ‘components of comprehenswe income’
g '(loss) are: (a) net eammgs (loss); (b)-change in fair value of certain derivative instruménts;.(¢) adjustment
of minimum pension liabilities; (d) adjustment to adopt FAS No. 158; and, (e) foreign currency ,

translation adjustments. The net effect of exchange rate ﬂﬁctuations‘generally reflects changes in the
relative strength of the U.S. dollar against major foreign currencies between the beginning and end of the
year.
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The following table lists the beginning balance, yearly activity and ending balance of each component of

accumulated other comprehenswe income (loss): N N -
. _ Changein  Changein  Adjustment i
:: R .. Minimum  Certain  toinitially Total
Net Effect of  Deferred Tax Pension Derivative apply FAS Accumulated
Exchange Rate Effect for =~  Liability-  [nstruments  No. 158 Comprehenswe
. " Fluctuations Translation (netoftax)  (netof ax)'¥ (net oftax) " [ncome (Loss)
Balance on Jan. 1, 2004 $ 0 (1547 % 214 & (1108 § 1.0: § e o § (243, l)"
2004 Changé’ Y326 @D (44.6) (1.6) "l TR 27120
Translation’effect R : ‘ 9.0 K L 9.0
Tax effect,' - . 8.1 0.5 A 8.6
Balance on-Dec. 31,2004 . 171.4 127 ° (138.3) ©n .- - NP 45 7
2005 Change ‘. (288 9} 7.5 5.3 (276.1) .
Translation effect ~ ~-=r = om weew oo s essmee wee([48)- e - = e s s S e <(14.8) -
Tax efféct © . INEEN . ' 0.1 9.2 D .
Balance on Dec. 31, 2005 (117.5) ti27  (145.5) 144 e C(235.9)
2006 Change < 2855 - 55.0 (49.3) . (6399) . (348.7)
Translation effect . (17.6) (17.6)
Tax effect . . (148) . 28 ' ¢ i 80
Balance on Dec. 31,2006 § 1680 % . 127 8 (1229 $ (349 $7(617.1) - § * (5942)
B . '

The 2004 change in exchange rate. fluctuations includes $52.4 million related to the sales of the blow-
molded plastics business and the 20% investment in Consol Glass TR

B

-~

4

11. Income Taxes - Deferred income taxes reflect: (1) the net tax effects of temporary differences » " - .
between the canymg amounts of assets and liabilities for financial reportmg PUTPOSES 3 and the amounts
used for income tax purposes and (2) €arryovers and credits for incomie tax ‘purposes.

¥ .
" - 1
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Significant components of the Company s deferred tax assets and llabllltles at December 31, 2006 and .
2005 are as follows:

2006 2005
Deferred tax assets ‘ . . '
Accrued postretirement beneﬁts . $ 1108 3 89.3
Asbestos-related liabilities - ’ - - 2407 255.1
Tax loss and credit carryovers 782.1 639.2
Capital loss carryovers : : 3955 3913
Alternative minimum tax credits . o - 21.2 o212
" Accrued liabilities” - - _ o : 191.1 1203.1
Other ‘ : ' 547 313
Total deferred tax assets | | 17961 1,630.5
Deferred tax liabilities:
Property, plant and equipment ' 296.8 2517
Prepaid pension costs _ _ 101.3 2935
Insurance for asbestos-related costs . o o .- 0.4
Inventory: - ’ 232 293
Other . . ) o 73.2 89.9
Total deferred tax liabilities o - : 4945 - 664.8 -
Valuation allowance : © (1,281.8) (1,043.9)

Net deferred taxes ) : ‘ ’ $ 19.8 $ (782

Deferred taxes are included in the Consohdated Balance Sheets at December 31, 2006 and 2005 as
follows:

2006 2005
Prepaid expenses . A 3 4.6 $ 5.9
D:eposits, receivables, and other assets - 1274 101.9
Deferred taxes . X C(112.2) (186.0)
Net deferred taxes S $ 198 § (782
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The provision (benefit) for income taxes consists of the following:

2006 - 2005

' NOTES. TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued

2004
Current: _ . |
- U.S. Federal . - - § - $ :
State : ) . . 2.0 1.6 3.0
Foreign ' 113.7 133.9 101.6
115.7 135.5 104.6
Deferred:
- U.S. Federal ’ 9.2 167.7 (82.6)
" State - (14.6) 9l (8.2)
Foreign SRR 162 0 (12.4) '(20.5)
' ' 10.8 - 1644 (111.3)
Total: L
U.S. Federal - 9.2 167.7 (82.6)
State (12.6) 10.7 (5.2)
Foreign - - 1299 121.5 81.1
$ 1265 . 0§ 2999  $ . (67)
Total for continuing operations _ § 1265 - § 3671 -$ 59 _
Total for discontinued operations ' - -0 © (67.2) - (12.6)
$ 1265 $ 2999 $ (6.7

- The provision (benefit) for income taxes was calculated based on the following components of earnings -

(loss) before income taxes:

2004

Continuing operations | ) 2006 2005
Domestic . . § (3138 $ (1877) $ (2038)
Foreign 456.4 (309 414.1
$ 1426 $ (2186) § 2103
Discontinued operations ‘ 2006 . . . 2005 2004
Domestic - . s $ @42 $ 452
Foreign ' = ‘ . ' 6.2"
| $ 514
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Income taxes pa1d (received) in cash were as follows: VRS iy e
e ' - ) 2006 2005 T 2004
Domestic ' - s 8- (1.2) $ --122 - § 1.9
Foreign ’ ' 126.8 1129 - 98.8 -
$ 1256 $ 1251 $ 1007

" A reconciliation of the provision (benefit) for incoirie taxes baséd on the statutory U.S. Federal tax tate of

35% to the provision for income taxes is as follows:. .. . . ..
. . ' 2006 2005 £ 2004
Tax prowvision (benefit) on pretax earnmgs (loss) from continuing ,'
+operations at statutoryUS Federal tax.rate -~ -~ - - - .- 3499 . 8 (76.5) -8 -73.6
Increase (decrease) in provrsron for ncome taxes N ' '
“due to; ’ T
Goodwill impairment 1729 ,. .,
“Valuation allowance - U. S. 109.3 3066
Reversal of non-U.S. tax valuatlon allowance (34.7) ’
- Restructuring charges . . . - . L2122 e .
- State taxes, net of féderal beneﬁt T (9.4) 49 (11.2).
" Rate differences 6n fon-U.S: earhings - SR T s T (123) - (282 1 (25.00
.- Australian tax consolidation R c (2.8) @31
T ‘Adjustmentfornon-US taxlawchanges o ... _(le) A, S
Otheriteims . . = ST C41. 27 16
Provision for income taxes _— - $ 1265 $ 3671 § 59

‘At December 31 2006, the Company has unused net operatmg losses, caprtal losses, and research tax

credits expiring from 2007 to 2027,

A, -

The Company also has unused alternatwe minimum tax credits which do not expire and which will be

avarlable to offset futureUS Federal income tax. . . ... e

-

A

At December 3 2006 the Company s equlty in the undistributed-earnings of fore1gn subsidiaries for
which income taxes had not been provided-approximated $1,755.2 million. It is not practicable to

estimate the U.S. and forelgn tax which’ would be payable should these earmings be dlstnbuted

- During the fourth quarter of 2005, the Company recorded an addmonal valuation allowance of $306.6,
million because of the near-term effects on U: S. profitability of continued asbestos-related payments,
significdnt interest expense tising energy costs and other cost 1ncreases These changes in circumstances
would have increased the begrnnmg-of year valuatlon allowance by approxrmately $170 million. )

. Valuatlon allowances approxrmanng $71 million were established in allocation of the costs o_f
acquisitions. Any future reductions of these components wi]l result in reductions of goodwill.

| Durmg 2005, the Company recorded a beneﬁt of $61.8 m1111on from discontinued operatrons resulting
- . from the reversal of an accrual for potentral tax liabilities related to a previous divestiture. The accrual
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was no longer required based on the Company’s reassessment of the potential liabilities due to several
factors, including statute expiration‘in September 2005 ™. == 2 g R CTa

12. . Convertible Preferred Stock Annual cumulative dividends of $2.375 per share are payable in cash
quarterly. The convertible preferred:stock is convertible at the option of the holder at any time, unless
previously redeemed, into shares of.common stock of the Company at an initial conversion rate of 0.9491
shares of commori stock for each sharé of convertiblé preferred stock, subject to adjustment based on.
events that would-otherwise be dilutive to the holdér. The convertible preferred stock may be redeemed
only in shares of comrion stock of the Company-at the option of the Company at predetermined '
redemption prices plug acerued and unpaid ’diV;icliéﬁdQ,' if any; to the'redemption date. =~~~ % " N
- \ A iy U R
Holders of the convertible preférred stock havé né voting rights, except as required by applicable law and
except that among other things, whenever accrued and unpaid dividends on the convertible preferreds -
stock are equal to or exceed thie equivalent of six quarterly dividends payable on the convertible preferred
stock such holders will be entitled to elect two:directors to the Company’s board of directors until the -
dividend-arrearage-has been paid-or amounts:have-been-set apart-for such payment. In addition, certain -~
changes that would be materially adverse to the rights of holders of the conveitible preferred stock cannot
be made without the vote of iolders of two-thirdsiof the outstanding convertible preferred stock. The .
convertible preferrgbq_ s;tock-is*;;nipr to tl_]e?comllponvstock‘with-respect to~'diyidqnds and liquidation '
events. - . - T W R s . r e - L s

P - B SRR Lt omems e LTt v L Ml EEL *
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13. Stock Options and Other Stock Based Compensation’ The Company has fivé ionqualified plaris
under which it has granted stock options, restricted shares and performance vested restricted share units:
(1) the Stock Option Plan for Key Employees of Owens-lllinois, Inc.; (2) the Stock Option Plan for
Directors of Owens-Illinois, Inc.; (3) the 1997, Equity, Participation Plan of Owens-Iilinois, Inc.; (4) the
2004 Equity Incentive Plan for Directors of Owens-lllinois, Inc.; and (5) the 2005 Equity Incentive Plan ‘
of Owens-Illinois; Inc. Total compensation-cost for all grants and accelerated vesting of options, shares
and units under all-of these plans was $21-7 million ($20.4 million after tax) for the year ended December .
31,2006. The cost in 2006 included $3.1 million for accelerated vesting of Optioh's, share‘s'ahc_l unipsf‘held
by the former, CEQ at the time of fis separation in November 2006 and $1.9 million for fully vested |
options granted tothe new CEQ in December 2006. Total compensation cost for.grants of shargs and . |
units was-$6.8:million-(34:2 million-after tax)-in 2005-and-$3.9-million ($2.4 million after tax)-in 2004.

- tae e s, - i B T DR ST - T L ) T

Stock Opigrs =7 T o T T

For options granted prior to March 22, 2005, no options may be exercised in whole or in part during'the + *
first year after the date granted. In general, subject to accelerated exercisability provisions related to the
performance:of the Company’s cormmon stock.or change of.control, 50% of the options become.s, .+ © 3
exercisable.on the fifth annivérsary of the daterof the'option grait, with the remaining 50% becoming - -
exercisablé.onthe sixth anniversary date’of the.option-grant. In’general, options expire following v v &
termination of emplovment or'the day:after the tenth'anniversary date of the'option-grant. ** = ' .~

] . AT I PR '
For options granted after March 21, 2005, no options may be exercised in whole or in part during the first
year after the date granted:In general, subject'to change in control, these options becomeexercisable
25% periyearbeginning on the first anniversary! [n-general, options expire following tefmination of
employment or'the seventh anniversary of the‘option.grant. @7 . - . 7° .0 " We Ll e e

: . - . ' L T PR T AL
The fair value of options granted before March 22, 2005, is amortized ratably over five years or a shorter
period if the grant becomes subject to accelerated exercisability provisions related to the performance of
the Company’s common stock. The fair value of options granted after March 21, 2005, i3 amortized over
the vesting periods which range from one to four years. ‘ ' ' '
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Stock ‘option infonnation at December 31, 2006 and for the year then ended is as follows:

. - RS Weighted
- <t : . Weighted Average
. Average - Remaining ‘ .
-~y Number of o Exercise Contractual - Aggregate -
Shares - Price + Term - Intrinsic
' (thousands)  (per.share) years)- | Value. .
Options outstandmg at Dec. 31, 2005 ' . ' 6,960 $ : 22.05 | ‘ R
Granted . : 1,481 . 18.83. A
Exercised SRR (634) 11.94
Forfeited or expired - t o (1,217~ 73033 .
Options outstanding at Dec. 31, 2006 _' . 6,530 © 2075 42- ~-% .163
Options vested or expected to vest . , . _
atDect 31,2006 - . - o 6445 8 2075 42 $ 161
Options exercisable at Dec. 31, 2006 : " 4972 $S 2085 0 36 '$ 161
Shares available for option grant at Dec. 31,2006: . - 4,660

Certam additional information related to stock optlons is as follows for the penods

indicated: .
L 2006 2005 . 2004
" Weighted average grant-date fair o , t . o .
value of options granted (per share) A £§ 791 $ .1500.. § 830
Aggregate intrinsic value of options exercised R 5 - 3.7 $ 194 $ 161
Aggregate cash received from options exercised” $ 76 0§ 205 $ 230
Restricted Shares _ — _ : s

Shares granted to employees prior to March 22, 2005, generally vest after three years or upon retirement,
whichever is later. Shares granted after March 21,:2005, vest 25% per year beginning on the first
anniversary and unvested shares are forfeited upon termination of empioyment Shares granted to
directors vest on the third anniversary of the share.grant or the end of the director’s then current term on
the board, whichever is later. :

- b 4 e ¢ o ."" ‘ . . * ) . ‘ . .
The fair value of the shares is equal to the market price of the shares on the date of the grant. The fair
" value of restricted shares granted before March 22, 2005, is amortized ratably over the vesting period.
The fair value of restricted shares granted after March 21, 2005, is amortized over the vesting periods

which range from one to four years.
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Restricted share activity is as follows: : . ,

- Weighted
* - Number of Average
- Restricted Grant-Date -
Shares ~ Fair Value
(thousands) ~ (per share)
Nonvested at January 1, 2006 1,045 % 15.41
Granted o _ 251 18.74
. Vested o (423) 14.21
*. Forfeited _ : . ' (12) 1439
Nonvested at Dec. 31,2006 - . - 86l - 16.98
Awards granted during 2005 . 5 24.34
Awards granted during 2004 C o8 13.73
‘2006 2005 S 2004

Total fair value of shares vested . 3 77 % 51 § 1.6

’ . . '

Performance Vested Restricted Share Units
Restricted sharé units vest'on January 1 of the third year following the year in which they are granted.
Holders of vested units receive 0.5 to 1.5 shares of the ‘Company’s common stock for each unit, ‘
~ depending upon the attainment of consolidated performance goals established by the Compensation’
Committee of the Company’s Board of Directors. If minimum goals are not met, no shares will be issued.
Granted but unvested restricted share units aré forfeited upon termination of employment, unless certain
retirement criteria are met. ' .
The fair value of cach restricted share unit is equal to the product of the fair value of the Company’s
common stock on the date of grant and the cstimated number of shares into which the restricted share unit
will be converted. The fair value of restricted share units is amortized ratably over the vesting period.
Should the estimated number of shares into which the restricted share unit will be converted change, an
adjustment will be recorded to recognize the accumulated difference in amortization between the revised
and previous estimates. '
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r

Performance vested restricted share unit activity is as follows: ' N .1 TER AN |
SN e - Weighted

Number of . Avérage
Restricted . Grant-Date
Shares Umts Fair Value
(thoos_anels)” . (per share)

-

. Nonvested at January 1, 2006 s T 228§ T4 :...m._. ComTmm _i"
Granted o : " 457 18.24 ¢ it RG] KON
Vested ’ . IV o : c g )
Forfeited L L7 (8) 21.05 . o

Nonvested at Dec. 31,2006 CL6TT L 1Ll2022 o L
= o . ¥ T A e rate S

Awards granted during 2005 - .- .+ - .o - o § --24.22-.—;._:_- s '-.:'.;: R mprL R, b

Awards granted during 2004 (none) - : ‘ ST Tgn L ebenal,

R L7 RS AT

B o - e Too e NI SERENEIT AR T G

As of December 31, 2006 there was $19 7 mllhon of total unrecogmzed compensation cost related to all
unvested stock options, restricted shares and performance vested-restricted-share units=-That cost-is- =~ ~
expected to be recognized over a weighted average period of approximately four years.

. 14. Pension Benefit Plans Net expense to results of operations for all of thi Coinbﬁﬁy_s'pension’ﬁln'ns'
and certain deferred compensation arrangements amounted to $42.2 million 12006, $15.4 million in ~™

2005, and $27.0 million in 2004, :
" ‘ oo NGt e 0
-The Company has defined benefit pension plans covenng substantlally all employees located in the

United States, the United Kingdom,.the Netherlands, Canada, Australia, Germany and France: Beneﬁts o
generally are based on compensation. | for salaned employees and on, length of service; for hourly 07
" employees. The Company’s policy.is to fund pension plans such that sufﬁcxent assets wxli be, avmlable 10,
meet future beneﬁt requirements, . The Company’ s.defined beneﬁt pension plans usea December 3I -
measurement déte. The followmg tables relate to. the Company s principal, deﬁned beneﬁt pensmn plans )

g X n' T P | S
B L O L O B D P S LR TN SVRY P SN T
Sl I P T T T e e, Lt v, e b L na e Geene,
NPT R TR Y SRNCI VA O IS OO TP ] ST R
i R s ST g S T L WU TN SR I Y NN TRR IR Rt o
Oy YooeTote oL ‘ B A R ¥ SR NS¢ Nt T W T
- . . .

AN
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The changes in the pensron beneﬁt obhgatrons for the year were as follows ' ‘ ,
) . B A 2006 - 2005 -
" Obligations at begiﬁrling of year i .S 38236 % 37545 |
- Change ini benefit obllgatlons o ; _ . X o B B
Service cost , . T LT T ens L5171
Interest cost . ¥ q 204.3 ' 199.7 °
Actuarial loss, including effect of changing ! " . . o
discount rates \ - ' (101.3) 179.5
~ Curtailments - 3.6 :
Participant contributions -© = - - - 100 94
Benefit payments -~ - - : _ (251.2) (250.3) -
Plan amendments =~~~ R (72) 28 77
Foreign currency translatron o L 137.2 : . {123.7) L
Other _ P T 6.6 o ]
Net increase in beneﬁt:e‘gligations S S X ‘55.6 CL .. 691 '
Obligations at endof year. ", . - - $ 38792 s 38236 "

a——

The changes in the fair value of the pension pldns’ assets for the year were as follows:

_ T 2006 .+ ¢ 2005
Fair value at beg_inninlg of year - T 3,631.4 'S 3_;510.1 L
Change in fair value: | : ' o . Ce
Actual gain on plan-assets - -~ R T - 4843 - 4039
Benefit payments o (251.2) ©(250.3),
Employer contributions . . ' < 69.5 . 43 7w
Participant conmbutrons " - o T 10.0 - " 94"
Foreign currericy translation ' . 102.5 (85 4)
Other ‘ - Lo (3.0 ‘
Net increase'in fair value of assets ; o ' 412.1 N 1213
Fair value at end of year s 40435 5 36314
r
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The funded status of the pension plans at year end was as follows:

" 2006 2005

Plan assets at fair value ' e . h 4,043..5' "% 3,6314
Projected benefit obligations . ‘ 3,879.2 ., 3,8236
' Plan assets greater than (less than) projected benefit obligations A 164.3 . (192.2)
Itemns not yet recognized in pensmn expense: o : T N
Actuarial loss o 764.6 T1,073.7
Prior service cost ' 154y 0 - 6.9 -
7492 . 1,080.6
Net amount recognized ) S $ L9135 s 888.4

L

The net amount recognized is included in the Consolidated Balance Sheets e_t_hbecembe'r 31,2006 arid
2005 as follows . i _ :

- L2006 2005
" Prepaid pensmn | ’ ' . : $ 488.5 $ 9881
Current pension liability, 1ncluded with Other accrued llabl]ltleS P 0 ) R SRt
Noncurrent pension liability, included with Pension benefits 3 (315.1) . (163.2)
Additional minimum pension liability, included with Pension benefits - - (143.7)
~ Intangible asset, included with Deposits and other ass.ets - - . 94
: Accumulated other comprehensive income =~ - - - 749.2 . 197.8 -
( Net‘amount:fecogn_ized - . $ 9135 -~ $§ 8884

The accumulated benefit obhgatlon for all deﬁned benefit pension plans was $3, 598 4 mllhon and -
$3 495.4 million at December 31, 2006 and 2005 respectively.
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[

The compenents of the net pension expense for the year were as follows:

2006 < 2005 2004
Service cost . | s 608 - $ 517 $. . 569
Interest cost .. . : . L. 2043 - 1997 . 1970
Expected asset return B (298.4) (296.6) (289.5)
Other - ; . . o 9.2 g

. Amortization: S o N )
Prior service cost; -+, -7 (0.6) (0.3) 6.0
Loss - - - e e . 61.5 495 - 383

Net amortization L 60.9 92 - 443
Net éxpense (credit) C oo $ 368 & 40- $ 87
Total for continuing operations - $ 368 S 40 % 63
Total for discontinued operations b ‘ , ) ' © - 24

$ © 368 $ 40 - § . 87

Amounts that will be amomzed from accumulated other comprehenswe income into net pensmn expense

dunng 2007‘ S ) o o 7 C
Amortization: : - . Lo S

- Loss ' ' R $ 46.0
Prior service ¢ost o - : . o (0.8) .

Net amortization = - T e , $ 452

S

. The following selected mformatlon is for plans with prOJected benefit obhgatlons in excess of the fair
value of plan assets at year end: - P

i

+2006 2005
Projected benefit obligations ; ‘ " § 10806  § 13532
Fair value of plan assets - L . : - C 7426 .- 961.2

The following’ mforma‘uon is for plans with accumulated beneﬁt obllgatlons in excess of the falr value of ‘
plan assets at year end . .

2006 .. 2005

Accumulated benefit «abligations $ 9726 $ "876.3
Fair value of plan assets - 7426 621.5 -
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The weighted average assumptions used to determme beneﬁt_ obhgatlons were as follows:

20062005

Discount rate : e C e e sA9% - 530%

Rate of compensation i increase . _ C434% - 454%

The weighted average assumptions use:c‘_i to determine net periodic pension costs were as follows:

2006 .. 2005 o - 2004,

Discountrate” * . | B oo 530% 0 582%0 6.10%
Rate of compensation increase e 454% C440%° . 4T1%
Expected long-term rate of refurn on assets. . - S - B.08% - 810% . 835%

re " s F— m . Y . - R ity

Fumre beneﬁts are assumed to increase in 4 manner consistent with past expenence of the plans Wthh

to the extent benefits are based on compensation, includes assumed salary increases as presented above,
Amortization included in net pensmn expense (credits) is based on the average remaining service of
employees - :
As of December 31, 2006 the Company adjusted the minimum pension 11ab1]1ty for the pension plan in .
the United Kingdom from the minimum liabilities recorded in 2002, 2003,2004 and 2005. Pursuant to-
this requirement, the Company decreased the minimum pension llablllty by $38.5 million‘and decreased
accumulated other comprehensive loss by $38. 5 mﬂhon _ - Y
As of December 31, 2006, the Company adjusted.the minimum pension liability for the pension plan iri .
Canada from the minimum liabilities recorded in 2002, 2003 and 2004. Pursuant to this requirement, the
Company-decreased the minimum pension liability by $9:7 million and decr_eased accurmuiated other-

- comprehensive loss by $9.7 million. .
. As of December 31, 2006, the Company adjusted the minimum pension liability for the pension, plan in
Germany from the minimum liabilities recorded in 2005. Pursuant to this requirement, the Company
decreased the minimum pensmn llablhty by $6.8 million and decreased accumulated other comprehensnve
loss by $e. 8 million. - :
The Co'mpany adopted the provisions of Financial Accounting Standards No. 158 (“FAS No. 158™),
“Employers” Accounting for Defined Benefit Pension and Other Postretirement Plans” as of December
31,2006. FAS No. 158 requires employers to adjust the assets and liabilities related to defined benefit -
plans so that the amounts reflected on the balance sheet represent the overfunded or underfunded status of
the plans. These funded status amounts are measured as the difference between the fair value ofplan
assets and benefit obligations as of the balance sheet date. For pension plans, the fair value of plan assets-
is compared to the Projected Benefit Obligation (“PBO”). In the Company’s case, the required
adjustments resulted in a non-cash charge to the Accumulated Other Comprehenswe Income component
of share owners’ equity. - -
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The following table shows the- impact on the balance sheet of applymg FAS No: 158 at December 31
2006 (dollars in millions): _ i o »

o« Adjustments’ o

oot ot to apply FAS |

L S "~ " No. 158 *
Increase
.. (decrease)

Prepaid pension T _ $ (502.5) : i

Intangible asset, mcluded in Deposrts receivables, _ - .
. and other assets | S ) i
Deferred tax asset, mcluded in Deposxts recewables, ' -

and other assets ' 22.4
Current pensron liability, included in Other o e U . R AL A
accrued liabilities B o BT 2 R S
Deferred taxes . ! S TR AN U BT PP
Noncurrent® pensmn liability, mcluded in Pension. R LT
benefits 59.5 . ow
Accumulated other comprehenswe income (loss) ‘ (559.0)

s . . if-a.
: T . B P,

For 2006, the Company s wetghted average expected long Yierm rate of return on assets was 8 .08%. l_n
developmg thlS assumptlon the Company evaluated imput from its third party pens1on plan asset e
managers, mcludmg their review of asset class returni expecta'oons and long-term inflation assumptlons

- The Company also considered its historical 10- -year average ‘return (through December 31, 2005), w}nch
was in line with the expected long-term rate of return assumption for 2006. ‘ -

The weighted average actual asset allocations and weighted average target allocation ranges by asset
category for the Company’s pension plan assets were as follows: '

Target

: . _ Actual Allocation - Allocation
Asset Category _ . 2006 2005 - Ranges
Equity securites i L 64%  64% 59-69%
Debt securities . 29% 20% 24-34%
Real estate S . 6% 7% 1-11%
Other ' 1% o 0-6%

Total _ 7 . 100% 100%

It is the Company s pollcy to invest pension plan assets in a diversified portfolio consrstmg of an array of
asset classes within the above target asset allocation ranges. The investment risk of the assets is limited -
by appropriate diversification both within and between assct classes. The assets for both the U.S. and
non-U.S. plans are primarily invested in a broad mix of domestic and international equities, domestic and
international bonds, and real estate, subject to the target asset allocation ranges. The assets are managed
w1th a view to ensurmg that sufficient l1qu1d1ty will be available to meet expected cash ﬂow reqmrements

The Company expects to contribute $55 3 million to its non-U.S. deﬁned benefit pension plans in 2007

.
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The followmg estimated future benefit payments, which reﬂect expected future semce as approprlate,
are expected to be paid in the years 1nd1cated :

-Year(s) : ' Amount
2007 ' % 2415
2008 : 242.6
.2009 ’ 2478
2010 - - - 247.1
2011 - 12545
2012 - 2016 01,3200

1

The Company also sponsors several defined contribution plans for all salaried and hourly U.S. employees.
Participation is voluntary and participants’ contributions are based on their compensation. The Company
matches contributions of participants, up to various limits, in substantially all plans. Company -
contributions to these plans amounted to $8.2 million in 2006, $7.7 million-in 2005, and $7.1 million in
2004.

15." Postretirement Benefits Other Than Pensions The Company provides certain retiree health care
and life insurance benefits covering substantially all U.S. salaried and certain hourly employees,
substantially all employees in Canada and in the Netherlands. Employees are generally eligible for

- benefits upon retirement and completion of a spec1ﬁed number of years of creditable service. The
Company uses a December 31 measurement date to measure its Postretirement Benefit Obligations.
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The changes in the postretlrement benefit obligations for the year were as follows: -

- 2005"

‘ 2006 . -
Obligations at beginning of year .~ .+ T $ 3200 0§ 3409
Change in benefit obligations: - ' : g i

Service cost 43 o AS
Interest cost 16.8 18 5
Actuarial gain (loss), including the effect of changing - : .
discount rates 124 | (1 6)
Curtailments (224) :
Benefit payments (249) (32 6
Foreign currency translation 2.1 .(0.6)
Other - _ _ 0.2 P
Net change in benefit obligations -~ - ' To- w0 (11.5) (11.8)
Obligations at end of yéar _ - o $ 3176 - "8 7 3291
The funded status of the postretiremg;nt beﬁgﬁt plz;ns at year end was as follows: T
' ) 2006 _ 2005
Postretirement benefit obligations . _ : $ 3176 0§ . 3291
Items not yet recognized in net I;ostretirement benefit cost: - BETRRE
. Prior service credit - o . 36.6 40.9
Actuarial loss .- . - (96.4) (92.9)
(59.8) (52.0)
Net amount recoghized - : - § 2578 $ 2771

.ot -

. The net amount recogmzed is mcluded in the Consolidated Balance Sheets at December 31 2006 and
2005 as follows:

!

- 2006 2005 :
Current nonpensmn postretlrcment benefit, included w1th . :

Other accrued liabilities . . % 245 T
Nonpension postretlrement benefits 2931 - 2771
Accumulated other comprehensive income s, - (59.8) :
Net amount recognized c Ny : $ 2578 $ 271.1
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The components of the net postretirement benefit cost for the year were as follows: ..
LT 2006, 2005 2004
Seivice cost - : 3 43 g’ ‘45 7§ 4.3
Interest cost . ‘ S 16.8 - 185 - 21.0.
Curtailmient gain L - (15.9) .
Other - . ‘ 0.9 '
Amortization: - : . e N :
Prior service credit - ‘ 4.3) (4.3) o (6.8)
Loss . ‘ : 39 , 5.5 47
" Net amortization 04 120 @
- Net postretirement.benefit cost. o $ . 57.. §. 242 3 232
Total for cont:riumg operations T sy 0 242 L “2].3'.
Total.for discontinued operations . . s . . .. -+1.9
' $- 57 . % 242 . % . 232

D |

-4 - - - - S e e s

Amounts that will be arhortized from accumulated other comprehensive i income irito net postretlrement

- - - . L -

. ‘benefit cost during 2007 G e e s e

g0 . . . : o .

Amortization: L I . , L A, L
Loss' S . ... 3 o4
Pnor servnce cost -y . . : (4 3) .

s Net amortization- == - ~ - T - - -8 2.1 -

. . .
. .o . L s - IR . .
AR . Soa EH -7 ‘ rat )

The weighted average discount rate used to determine the accumulated postretirement benefit obligation
was 5. 56% and 5 45% at December 31 2006 and 2005, respectlvely

The weighted average discount rate used to determme net postretirement benefit cost was 5.45%, 5. 67%,
and 6. 21% at December 31, 2006, 2005, and 2004, respectively. ' oo

The weighted average assumed health care cost trend rates at December 31 were as follows: * *

. ’ e ‘.' - . o 2006. . 2(.}05‘

‘Health care cost trend rate assumed for next year ST - 8.92% 8.31%
- Rate to which the cost trend rate is assumed to decline
{ultimate trend rate) : 5.73% 5.64%

Year that the rate reaches the ultimate trend rate . ~ 2009 2009
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Assurned health care cost trend rates affect the amounts reported for the postretirement benefit plans A
one- percentage-pomt change in assumed health care cost trend rates would have the followmg effects:

s ————eeee

1-Percentage- l-Percentage-

Point Increase * Point Decrease
Effect on total of service and interest cost : $ 09 S . (0 7
Effect on accumulated postretirement benefit obligations : 105 - . - (8.9)

.

Amortization included in net postretlrement benefit cost is based on the average remammg sefvice of
employees. : ~ R

The following estimated: future beneﬁt payments which reflect expected future serv1ce as appropnate .
are expected to be paid in the years indicated: . . . . .-

* Year(s) Amount
.2007 : 0§ 245 .o . L L
2008 _ 240 -
Cr et s 2009 : co 236 v
' : 2010 - e 233 eon
. 2011 _ 23.1
LT 2012-2016 IV B § It

Benefits prov1ded by-the Company for certain hourly retirees are determined by collective bargaining.
Most other domestic hourly retirees receive health and life insurance benefits from a multi-employer trust.
established by collective bargaining. Payments to the trust as required by the bargaining agreements are.
based upon specified amounts .per hour worked and were $7.4 miilion in 2006, $6.6 million in 2003, and
$7.6 million in 2004. l’ostretlrement health and life benefits for retirees of foreign subs1d1ar1es are
generally provided through the national health care programs of the countnes in which the subsidiaries

are located.

FAS No. 158 requires employers to adjust the assets and 11ab1l1t1es related to deﬁned beneﬁt plans 50 that
the amounts reflected on the balance sheet represent the overfunded or underfunded status of the plans.
These funded status amounts are measured as the difference between the fair value of plan assets and
benefit obllgatlons as of the balance sheet date. For other postretirement benefit plans, the fair value of .
plan assets is compared to the Accumulated Postretirement Benefit Obligation (*“APBO”). In the
Company’s case, the required adjustments resulted in a non- -cash charge to the Accumulated Other,
Comprehensxve Income component of share owners’ equ1ty o . , L

S oS

.87




Owens-llhnms, Inec.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)

The followmg table shows the impact on the balance sheet of applylng FAS No. 158 at December 31,
2006 (dollars in m1]hons) ' “ . S

Adjustments
. : . . to apply FAS
No. 158
_ . Increase
I A : : . - (decrease) -
Current nonpension postretirement benefits, mcluded in
Other accrued liabilities : v $ 2457 - =
Deferred taxes ’ (1.8) . ) ’
Nonpension postretirement benefits : 354
Accumulated other comprehensive i income (loss) —_— <t (581

16. Other Revenue Other revenue in 2006 includes a gain of $15.9 million ($11. 2 million after tax)
related to curtailment of certain postretirement benefits in The Netherlands.

Other revenue in 2005 mcludes $28.1 million (pretax and after tax) for the sale of the Company s

- Corsico, Italy glass container facility.

Other revenue in 2004 includes a gain of $20.6 mrllron ($14.5 million after tax) for the sale of certain real -
property and a gain of $31.0 million ($13.1 million after tax) for a restructurmg in the Italian Specialty
Glass business.

17. Other Costs and Expenses Other costs and expenses for the year ended December 31, 2006
included the followmg '
Durmg the third quarter of 2006, the Company recorded a charge of $29. 7 ml]llOl’l ($27 7 million after
tax), principally related to the closing of its Godfrey, Ilinois machine parts manufacturmg operat1on
See Note 18 for additional-details.

e During the fourth quarter of 2006, the Company recorded a pretax charge of $120.0 million (pretax
and after tax) to increase the reserve for estimated future asbestos-related costs as a result of the
ﬁndrngs from the annual review of asbestos- related l1ab111ttes

Other costs and expenses for the year ended Decernber 31, 2005 included the followmg
. Durmg the fourth quarter of 2005, the Company recorded a pretax charge of $135.0 million ($86 0
million after tax) to increase the reserve for estimated future asbestos-related costs as a result of the

findings from the annual review of asbestos-related liabilities.

e During the fourth quarter of 2005, the Company recorded a charge of $494.0 million to write down a
portion.of the goodwill in its Asia Pacific Glass business unit. See Note 21 for more information.

s Manufacturing costs for the first quarter of 2005 included a favorable adjustment of approximately i
$10.0 million to the Company’s accruals for self insured risks.
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¢ Manufacturing costs for the second quarter of 2005 included a favorable adjustment for depreciation

and amortization in connection with finalizing the fair values of the BSN Glasspack assets: acquired in

June 2004, The différence between the estimated amourits recorded in-2004.and the ﬁnal amounts -
related to 2004 accounted for a benefit of approximately $6.5 mtlhon '

Other costs and ‘expenses for the year ended December 31, 2004 included a pretax charge of $152.6
million ($84.9 million after tax) to increase the reserve for estimated future asbestos-related costs asa'
" result of the findings from the annual review of asbestos-related llab1lmes M

" 18. Restructuring Accruals In September 2006, the Company announced the permanent closing of its -
Godfrey, lllinois machine parts manufacturing operation. The facility was closed by the end of the year.
This closing is part of a broad initiative to reduce working capital and improve system costs: The 1.~
Company also closed a small recycling facility in Ohio. As a result of these actions, the Company
recorded a charge of $29.7 million ($27.7 million after tax) in the third quarter of 2006.

The closing of these facilities will result in the elimination of approximately 260 jobs and a corresponding
_reduction in the Company’s workforce: The Company anticipates that it will pay out approximately
$11.5 million in cash related to lnsurance beneﬁts plant clean up, and other plant elosmg costs. The
Company expects that the majority of these costs will bé pard out by the end of 2008 ' '
Selected informationlre}ated to the pIant ¢losing accrual i§'as follows: L

“Plant closmg charges | T o . ' .8 297 -
‘erte-down of assets to net realizable value o . I ¢} W) ) )
Recogmtton of employee separatron beneﬁts - . R o an
Net cash paid _ | S _ (2.2)
Other - . - ’ S o : 07
Remammg plant closmg accrual as of December 31, 2006 . -~ $ - 94

, Durmg the seeond quarter of 2005, the Company concluded its evaluation of acquired capacrty in -
connection w1th the BSN Acqu1smon (5ee Note 24) and announced thé permanent closing of its
Diisseldorf, Gennany glass container factory, and the shutdown of a furnace at its Reims, F ranée glass
container facility, both in 2005. These actions were part of the European integration’ strategy to opttmally
align the manufacturing capacities withthe market and i improve operational efficiencies. As'a result 'the
Company recorded an accrual of €47.1 million through an adjustment to goodwrll ' '

. These second quarter actions resulted in the elirhination of approxnnately 400 ]ObS and a correspondmg ’
reduction in the Company’s workforceé. The Company expects to reduce fixed cash costs by '
approxrmately €35 million per year by closing the Disseldorf factory, shutting down the furnace at Reims *

“and moving most of the production to other locations. The Company anticipates that it will pay a total of
approximately €110.9 million in cash related to severance, benefits, plant clean-up, and other plant
closing costs related to restructuring accruals. In addition, the Company expects to pay a total of !
approxrmately €65 million for other European reorganization and integration activities, approxnmately
60% of which will be.expensed. Approximately 70% of these payments were made by the end of 2006 '
and the Company expects that most of the balance will be paid by the end of 2007.

.1l
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The European restructuring accrual recorded in the second quarter of 2005 was in addition to' the initial
estimated accrual of €63.8 million recorded.in 2004. Selected information related to the restructuring
accrual is as follows, with 2006 activity translated from Euros into dollars at the December 31 2006

exchange rate: - RTI : CoL P BT
Total European restructuring accrual (€110.9 million) o 8 ‘1341
Net cash paid, principally severance and related benefits S oo (410) o
Other, principally translation e K S (12.2) ;
Remaining European restructuring accrual ) : ’

as of December 31, 2005 .. VR T - ; .ow 2809
Net cash paid; principally séverance and related benefits N L e (33
Partial reversal of accrual (goodwill ad_]ustrnent) o - S . (7.6)
Other, principally translation - ¢ e, et T e ] e (L.5)
Remaining European restructuring accrual e S DR L

as of December 31, 2006 ) R $ 38.1

: t K
_1. N .....-l HA .;".l :

19. Addmonal Interest Charges from Early Extmgulshment of Debt Dunng 2006 the Company
recorded additional interest charges of $17.5 nnllron ($17.1 million after tax) for note repurchase
premiums and the write-off of unamortized finance fees related to debt that was repaid prior to its’
maturity. During 2005, the Company recorded additional interest charges of $1.4 million ($1.0 million _,

* after tax) for the write-off of unamortized finance feés related 1o the reduction’of available credit undef

. the Company’s bank credit agreement. Durmg 2004, the Company recorded additional interest charges of
$28.3 million ($18.5 mllhon after tax) for note repurchase premiums and related write-off of unamortlzed
finance fees and $7.1 million ($2.5 million after tax) for the write-off of unamortrzed finance fees related '
to the reduct1on of available credit under the Company s bank credit agreement -

20. Contmgencres The Company is one of a number of defendants in a substantial number of lawsuits
filed in numerous state and federal courts by persons alleging bodily injury (including death) as a result of

. exposure to, dust from asbestos fibers. Erom 1948 to 1958, one of the Company's former business units -

commercrally produced and sold approximately $40 million of a high-temperature, calcium-silicate based

pipe and block insulation material containing asbestos. The Company éxited the pipe and block "
insulation business in April 1958 The traditional asbestos persona] injury lawsuits and claims relatlng to
such productlon 3nd sale of asbestos materlal typrcally allege various theones of liability, mcludmg
negligence, gross negligence and strict 11ab111ty and seek compensatory and in some cases, punmve
damages in various amounts (hereln referred to as asbestos clalms”)

The following table: shows the approx1mate number of plaintiffs and clalmants involved i in asbestos .

claims pendirig at the begrnnrng of, disposed of and ﬁled durmg, and pendmg at the end of each of the '

.years listed (ehmlnatlng duphcate ﬁlrngs) o C -

o Yoo, . . R T paouT
. 2006 , 2005 .- 2004
Pending at beginning ofyeat . 32000 35000 29000
Disposed T T 210000 7 12,000 L 9,000
Filed - Co 700077 %9000 15,0000
Pending at end of year 18,000 . - 32,000 35,000
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. Based:on an analysis;of the claims and lawsuits pending as of December 31,2006, approximately 91%.of-
pla1nt1ffs and claimants either do niot specify the monetary darages sought; or in‘the case.of court filings;
claim an amount sufficient to invoke the jurisdictional minimum of the trial court. Approx1mately 8% of
plaintiffs specifically. plead:damages of $15 tnillion or less, and 1% of plaintiffs specifically plead - 1
damages greater than-$15 million but less than $100 million.. Fewer than.1% of. plamtlffs specnﬁeally
plead damages $100 ‘million or. greater but less than $123 million. .~ - R it g

2 omara C g et e Cos .
As mdrcated by the foregoing summary, current pleading practtce perrnrts con51derable variation in the 1,
assertion 6f monetary damages. This variability, together with-the-actual experience discussed further -
below of litigating .or resolving through-settlement hundreds of thousands of asbestos claims:and lawsuits
over.an extended period, demonstrates:that the monetary. relief which-may be specified ina-lawsuit or..- ;.
claim beats:little:relevance to its merits or disposition value. Rather, the amount.potentially recoverable .
for a specific claimant is determined by other factors.such.as the claimant’s severity of disease; product -
identification evidence against specific defendants the defenses available to those defendants, the specific
jurisdiction in which thé claim is.made, the ¢laimant’s history of'smoking or exposure:to other possible:n ¢
disease-causative.factors, and the.various other matters discussed- further below A Ao i
1% ""'a- [ERETIS I TOATHTRS ey [N SrTr "' R o T o
-<In addition to the pending’ clatms set forth: above the Company has' clalms-handlmg agreements in.place '
with many. plaintiffs’icounsél throughout the country. These agreements require evaluation'and *~ . -,
negotiation regarding: whether, particular claimants qualify under the criteia established by such- "~ ..
agreements. The. crttena for such claims:include verification of a compensable illness and a reasonable .
probability-of'exposure:to. a;product manufactured by the Company's former. business unit during its -
manufacturing period ending in 1958. Sonie plaintiffs’ counsel have historically withheld claims. under
these agreements for: latef presentation: while focusing their attention on active litigation in-the tort ..
system. The Company believes that as of December 31, 2006 there are approximately 18,000 claims. ;:
against other defendants and which are likely to be asserted some time in the future against the Company
These claims are not included in-the totals set forth above.. The.Company. further.believes that the -« -
bankruptcies of additional co-defendants, as discussed below, resulted in an acceleration of the
presentation,and-disposition of:a-number of.these. previously withheld preexisting tlaims under such:
agreements, which claims would otherwise have'been presented and disposed of overithe next several
. years. This acceleration resulted in a significant increase in the dispositions and cash payments during the
-period: 2001-2002; however, the resolution of the accumulated yet previously unpresénted cases continues
to affect the annual dispositions and cash payments..- - ;- - O R LTI By [

T

The Company is also.a.defendant in-other asbestos-related lawsuits or.claims.involving maritime workers,
medical monitoring claimants, co-defendants and property damage claimants. Based upon its past )

. experience, the Company believes that.these categories of lawsuits and claims will not involve any-
material liability and they are not included in the above description of pending matters or in the followmg
;descnpttontof .disposed matters.., . . o0 R A T LA T o .

. . '
'
'| SR A .1. o K

g - TR A n'e.-" il

Smce receiving its first asbestos cla1m the Company as of December 31 2006, has dlsposed of the
asbestos' ¢laims of approximately 347,000 plaintiffs and claimants at’ an average indemnity payment per
claim of approximately $6,425. 'Certain of these dispositions have.included deferred amounts payable - -
" over a number of years. Deferred amounts payable totaled approximately $82.6 million at December 31,
2006 (391 million at December 31, 2005) and are included in the foregoing average indemnity payment

per claim. The Company’s 1ndemmty payments for these claims have varied on a per claim basis, and are
expected to continue towary considerably.over, time. -As discussed above, a partiof the Company’s::.
objective is to achieve, where possible, resolution of asbestos claims pursuant to claims- handlmg U
agreements. Under such agreements, qualification by meeting certain illness and exposure criteria has
tended, t6:reduce the number of claims presented to the Company that would ultimately be dismissed or. ™
rejected due to the absence of impairment or produict exposure evidence: The Company expects: that as a,

9]
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result, although aggregate spending may be lower, there may be an increase in the per clatm average
indemnity payment involved in such resolution.

The Company believes that its uitimate asbestos-related liability (i.c., its indemnity payments or other -
claim disposition costs plus related legal fees) cannot be estimated with certainty. Beginning with the .
initial liability of $975 million established in 1993, the Company has accrued a total of approximately
$3.11 billion through 2006, before insurance recoveries, for its asbestos-related liability. The Company’s
ability to reasonably estimate its liability has been significantly affected by the volatility of asbestos-
rélated litigation in the United States, the expanding list of non-traditional defendants that have been sued
- in this litigation and found liable for substantial damage awards, the continued use of litigation screenings
to generate new lawsuits, the large number of claims asserted or filed by parties who claim prior exposure
~ to asbestos materials but have no present physical impairment as a result of such exposure and the
growing number of co- defendants that have filed for bankruptcy. .o A

The Company has'continued to monitor trends which may affect its ultimate liability and has continued to
analyze the developments and variables affecting or likely. to affect the resolution of pending and future
asbestos claims against the Company. The material components of the Company’s accrued liability are
based on amounts estimated by the Company in connection with its annual comprehensive review and  ++
consist of the-following: (i) the reasonably probable contingent liability for asbestos claims already ..
asserted against the-Company, (ii) the contingent liability for preexisting but unasserted asbestos claims -
for prior periods arising under its administrative claims-handling agreements with various plaintiffs’
counsel, (iii) the contingent liability for asbestos claims not yet asserted against the Company, but which -
the Company believes it is reasonably probable will be asserted in the next several-years, to the degree
that an estimation as te future claims is possible, and (iv) the legal defense costs llkely to be 1ncurred in
connection with the foregomg types of claims. g

The signiﬁcant assumptions underlying the material components of the Comp'any’s accrual are:

a) the extent to Wthh settlements are 11m1ted to claimants who were exposed to the Company §. i
asbestos- contammg 1nsulatlon prior to its exit from that business in 1958 S

b) the extent to whrch claims are resolved under the Company §' adrnmrstratrve claims agreements or
on terms comparable to those set forth in those agreements;

c) the extent of decrease or mcrease in the mventory of pending serious disease cases;

d) the extent to Wthh the Company is able to successful]y defend itself at tr1a1
e) the extent of actions by courts and legislatures to eliminate, reduce or permit the d1versron of
ﬁnancral resources for ummpalred claimants and so-called forum shopping;

.

#

f) the extent to Wthh addrttonal defcndants with substantral resources and assets are requlred to.
_ partrcrpate significaritly.in the resolution of future asbestos lawsuits and claims; 2

2) the number and timing of co-defendant bankruptcies; and

.

h) the extent to whrch the resolutron of co-defendant bankruptcres dtvert resources to unimpaired

- claimants.

" The Company conducts a comprehensive review of its asbestos-related liabilities and costs annually in
connection with finalizing and reporting its annual results of operations, unless significant changes in
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trends or new developments warrant an earlier-review. If the'results of an annual comprehensive review
indicate that the existing amount of the accrued liability is insufficient to cover its estimated future
asbestos-related costs, then the Company will record an appropriate charge to increase the accrued
liability. The Company. believes that an estimation of the reasonably probable amount of the contingent
liability for claims not yet asserted against the Company is not possible beyond a period of several years.
Therefore while the results of future annual comprehenswe reviews cannot be determined, the Company
expects the addition of one year to the estrmatlon period will result in an annual charge.

Other litigation is pending against the Company, in'many cases mvolvm‘g ordinary and routine claims -
incidental to the business of the Company and in others presenting allegations thdt are nonroutine and -
involve compensatory, punitive or treble damage claims as well as other types of relief. In accordance
with FAS No. 5, “Accounting for Contingencies,” the Company records a liability for such.matters when
it is both probable that the liability has been incurred and the amount of the liability can be reasonably:
estimated. Recorded amounts are reviewed and adjusted to reflect changes in the factors upon which the
estimates are based including additional information, negotiations, settlements, and other events.

oy

The ult1mate legal and financial liability of the Company with respect to the lawsurts and proceedmgs
referred to above, in addition to other pending litigation, cannot be estimated with certainty. The
Company’s reported results of operations for 2006 were materially affected by the $120.0 million fourth
quarter charge-and asbestos-related payments continue to be substantial. - Any future additional c:hargeJ
would likewise materially affect the Company’s results of operations for the period i in which itis °
recorded. Also, the continued use of significant amiounts of cash for asbestos-related costs has affected
and will continue to affect the Company’s cost of borrowing and its ability to pursue global or domestic
acquisitions. However, the Company believes that its operating cash flows and other sources of liquidity
will be sufficient to pay its obligations for asbestos-related costs and to fund its working capital and -
capital expenditure requirements on a short-term and long-term basis. ' "

21. Segment Information Thé Company operates in the rigid packaging industry. The Company has
two reportable product éegments within the rigid packaging industry: (1) Glass Containers and (2)
Plastics Packaglng The Glass Containers segment includes operations in Europe, the Americas, and the
Asia Pacific region. The Plastics Packaging segment consrsts of healthcare containers, prescr1pt1on
containers, and closures. : .

The Company’s measure of profit for its reportable segments is Segment Operating Profit, which‘cons!ists
of consolidated eami'ng:s from continuing operations before interest income, interest expense; provision
for income taxes and minority share owners’ interests in earnings of subsidiaries and excludes amounts
related to certain items that management considers not representative of ongoing operations. The T
Company s management uses Segment Operating Profit, in combination with selected cash ﬂow
information, to evaluate performance and to allocate resources.

Segment Operating Profit for product segments includes an allocation of some corporate expenses based
on both a percentage of sales and direct billings based on the costs of specific services provided. For the
Company’s U.S. pension plans, net periodic pension cost has been allocated to product segments. The
information below is.presented on a continuing operations basis, and therefore, the 2004 amounts exclude
amounts related to the discontinued operations. See Note 23 for more information.

93.
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Financial information regardmg the Company’'s product segments is.as follows: + . +. - S S
. T .. ¢ Blmina- - * . i, it
¢ RO ,'- AP : ., . tions and N 4
" ) . Total Other Consoli- :
T e Glass - “'Plastics -~ Product ‘’Rétained - " -dated
\ . T Confainers Packaging " Segments - - Costs . - Totals
Net sales: ey S B N B (N T Y ;

- 2006 s 66504 s T .8 ,.74220 o S, 74220..,
2005 ‘ T Te2669 T Rz 0 7090 T Temee
2004 53661 . 762.3 - 6,1284 6,128.4

W . o - 1 . e N ] ¥ Tt

Segment Operating Proht ) :
2006 T b, 7513 8- 1145 0§ L8658 85 v (912 (S . T4 Ll
2005. T . 790.8 . 1272 . . .« 9180 . (89.4y ., . .8286.

2004 ) , L 796 . 1150 8746 ‘f, (o22y L 724 -
Items excluded from Segment Operatmg Profit: o oo , . B A LR TR -
2006: N . - . c A T
Charge for closing the Godfrey, ' ' P e A
Iilinois plant o g -0 (29 R S 1 I A R ~%  v29n
Mark:to market effect of certain ’
commodity futures contracts | (8.7 . PR . (8.7 o S, BT
Charge for asbestos- o ) R A . P e
related costs - o o : e Baetoo. $ ‘(1200000 0 (12000 7
CEQ and other transition charges o (6.0) g ' T 60y (14.8) 7 oy (20.8)
Curtailment of postretirement-.  + -~ - T R S T £
benefits in The Netherlands " 1 15.9 et e e -.lS 9 o 189
2005: | e Lol ,
Gain on the sale of the "* - - " : A P ‘ e NS § S o
Corsico, Italy glass = . e . Ce T S I T A PR S
container facility . R . 1 R e, 4w 2810w ol L, o281
Mark to market effect ofcertam e . Ut e e N et e <
commiodity futures contracts ' 38 AR £ S . 3.8
Charge for asbestos- - BT e T T BT T
" related costs . ' ‘ 1 (135.0), {135.0)
Goodwill impairment’ *~ L (4940) . . L0 4940y . v <1 f  4(494.0)
2004: . ST . P T ' _
Gain on the sale ofcertam Lo ' B " v T e st ¢

real property AT T 208 e T 206 - 1 T
Italian Specialty Glass gain - i < 310 - e V3L e e o 3L
Mark to market effect of certain : ) ' Coe -
commodity fistures contracts 4.9 4.9 T " 19
Charge for asbestos- o L ‘
" felated costs R ! . ; ST T T (152.6) - (152 6) !

Restructuring ofalife - - . - .+ . . y e I Py
igsurance program.. .. _ - L ] L S e 6.4) .. ey (6 4)
-'-\_, R - . . o - i, IE L et o F s 1 i
o . TR P TR ST
' - ! “ "T s ! !
i @ ; ! t i g e R .
s ' ; . vonh et LU PR
‘ H ' - ‘) Ld ot t ) ()
4 o i f HT < ! ' LAl
i iy ! - EERS ! PR v : '
¥
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7 S Elimina- -
e e e . tiens
s Total - and . Consoli-
Cx Glass .- Plastics Product , Other dated
Containers Packaging ~Segments -  Retained Totals .

Depreciation and amortization expense: " B L , v

2006 - $§ 4554 § 462 $+ 5016 $ 76 $ 5092

2005 - : 465.3 49.5 5148 9.2 5240 -

2004 T TTTT407S 554 07 4629 Tne 4748
Tota}‘l.a'é_éets: o R - L - ' :

2006 . ..=$ 80216 . $.. 7056. 'S 87272 8. 5935 .§ 93207 "%

2005 75757 754.0 .8,329.7 1,192.1 .. 95218

2004 , 8,579.4 789.3 "9,368.7 1,368.0 10,736.7
Capital expenditures (1):

2006 : N

Continuing  $ 2707 $ 353§ 3060 $ 143 $ 3203 .

2905 ' r FERT o
. Continuing 3662 ¢ 31 3973 68" 404.1 |

2004 : . .

Continuing 405.7 304 . 436.1 0.6 436.7,.

Discontinued 25.1 25.1 25.1 .

KN

(1) Excludes property, plant and equipment acquired through acquisitions.
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Financial information regarding the Company’s ‘geographic segments is as follows: o

' ' : Total

North ' Asia South Geographic
America Europe Pacific America . Segments
Net sales: :
2006 $ 29170 - § 238659 $ 8338 $ 8053 $ 07,4220
2005 < 2,7014 2,840.0 844.7 692.9 7,079.0
2004 2,551.§ .. 21388 870.9 5671 6,128.4
Segment Operating Profit: . C ‘
2006 T8 T3I8s 8 2449 $ 1024 $ 2000 $ 8658
2005 3450 279.4 1363 1573 . 9180,
2004 J6st . 2423 142.1 125.1 - 874.6
ftems excluded from Segment Operating Profit: SUD
2006: , SR )
Charge for closing the Godfrey, - . e n .
[ilineis plant $ (29.7) 3 (29.7)
Mark to market effect of certain : L .
commodity futures contracts 8.7 : 8.7
Curtailment of postretirement . T : N N .
benefits in The Netherlands ' 3 15.9 15.9 -
CEO and other transition charges : 60 . ' (6.0)
2005: i ' '
Gain on the sale of the Corsica, _ : i _
Itaty glass container facility ~ 7 28.1 ' _ ’ " U281
Mark to market effect of certain 1 -
commeodity futires contracts - 38 - . T : . 38
Goodwill impairment , $  (494.0) (494.0)
2004: ) T ‘ -7 :
Gain on the sale of certain . - .
teal property ‘ . 20.6 : 20.6
~ Italian Specialty Glass gain 310 31.0 °
Mark to market effect of certain
commeodity futures contracts 49 . . 4.9
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The Company’s net property, plant and equipment by geographic segment are as follows:

F— . .
N P

United ‘ : .
States’ . Foreign. Total
2006 L . ' , $ 10134 $ 2,180.3 83,1937
2005 o L ' ' 1,025.5 2,127.0 3,1525
2004 - R : 988.1 2,509.6 : 3,497.7 ,‘
~ The Company s net sales by geographic segment are as follows: '
< Unitéd S S
_ States Foreign Total =
2006 - . . - L. 8 25043 $ 49177 $ 74220 ¢
. 72005 7 L 23307 47483 . 7,079.0 .
2004 A ’ o : ) 2,194.5 3,9339 6,128.4 -
| Operations in individual countries outside the United States that accounted for more than 10% of .
consolidated net sales from continuing operations were in Italy (2004 - 10.7%), o v
France (2006 - 17:3%, 2005 - 13.8%), and Australia (2004 — 10.6%). ‘ )
Reconciliations to corsolidated totals are as follows: . ' . o
. _ 2006 2005 2004
Revenues: ‘ . o | ' .
Net sales for reportable segments E $ 74220 $ 7,079.0 $ 6,1284.
. Royalties and net technical assistance . - 178 , 169 . 21:1
~ Equity earnings . 25.7 226 278
Interest income _ ) s L 19.5 . 16.6 153
Other revenue T o385 77 7 5460 L . 708
Total . - s 1535 s 71897 8 62634
Reconciliation of Segment Operating Profit to AT : _ )
earnings (loss) from continuing operations  * N ST i

before income taxes, and minority share ‘ _ o
owners' interest in eamings of subsidiaries: * " - - -
Segment Operating Profit for reportable segments § 8658 $ - 9180 ‘$ 8746

Items excluded from Segment Operating Profit ' (28.5) C(462:1) - 365
Eliminations and other retained items, excluding SRR T )
certain items below (91.2) o (8_9.4)_ T (102.2)
Items excluded from eliminations . _ oo S
and other retained items - 0 (134.8) (1350)." - (159.0)
Interest expense R C T (488.2) (466.7). "+ (4749)
Interest income o 19.5 16.6:" 15.3
Total o . o $ 1426 $ (2186) - $ 2103
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- 22. Goodwill The changes in the carrying-amount of goodwill for the years ended December 31, 2004,
2005 and 2006 are as follows 1

- =~ = - - +<. - Glass- -~ -Plastios— -
_ - SRR Containers Packaging Total
Balance as of January 1, 2004 , L $ 19111 § 3690 $ 22802
Goodwill acquired during the year ="~ "~ T T 69607 T AT T s e * 696.0
‘Translation effects .o o 1656 e oo, 1656
Sale of discontinued operations Lo ‘ (151.1) (15L.1)
Other changes, principally adjustmentsto _ " . . . .. . . . e
acquisition-related deferred tax assets ., . 18.4 . 18.4
Balance'as of December 31,2004 < .- 7 _ ) 2,791.1 2180 3,009.1°
Translation effects ) L m; o (809 - o (609)
Write-down of goodwill L (494 0) S (494.0) -
Other changes, prificipally adjustments to "'~ " - T e
finalize acquisition purchase price S e 150" A S & X U
Balance as of December 31, 2005 ST ‘ 2 151.2 2180 . 2,369.2
. Translation effects - . RPN | ¥ SC 133 6.7
Other changes, principally adjustments to” ™ SR R T
reverse foreign deferred tax valuation _ .~ , . e e — ,
allowances . (38.1) ' .- (38. l)

Balanée as of December 31, 2006 EETEE g 2,246.7 $ - 2180 $ -2,464.7

¥
'

Durmg the fourth quarter of 2004, the Company completed its annual impairment testing and determmed
that no 1mpa1rment existed. _ _._ . e . o .
Durmg the fourth.quarter of 2005, the Company completed its annual impairment. testlng and determmed

that impairment existed in the goodw1ll of its Asia Pacific Glass business unit. Lower projected.cash
flows, principally as a result of competitive pricing pressures in the Company s Australran glass .

. operations, caused the decline in the business enterprise value. Followmg a revtew of the valuatlon of the
unit’s identifiable assets, the Company recorded an impairment charge of $494 0 mll]lOl’l to reduce. the
reported value of its goodwrll

S B I L Y LT P AL

During the fourth quarter of 2006 the Cornpany completed 1ts annual 1mpa1rment testmg and determmed
that no 1mpa1rment cx1sted vy .

23. Dlscontmued Operattons On October.7, 2004, the Company announced that it had completed the
sale of its blow-molded plastic container operattons in North America, South America and Europe to
Graham Packaglng Company
Cash proceeds of approx1mately §1.2 b1ll1on were used to repay term Ioans under the Company s bank
credit facility, which was amended to permit the sale:" The salé agreement included a post-closing - -
purchase price adjustment based on changes in certain working capital components and certain other
assets and liabilities of the business. This adjustment was finalized in April 2005, and Graham was pa1d
“approximately $39 million. The adjustment did not impact results of operations.
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Included in the sale were24 plastics;manufacturing.plants in the U.S., two in Mexico;three in EurOpe and

two in South America, serving consumer products companies in the food beverage, household, chemical
* and personalicare-industries. -The blow-molded plastic container operations were part of-the consumer

products business unit.of:the plastics packaging segment.’ Cegey DR R TT

"As requrred by FAS No. 144, the Company has presented the results of operatlons for the blow—molded
plastic contalner.busmess in the:Consolidated Results-of Operations for 2004 as a-discontinued operation.
Interest expense was allocated to discontinued operat1ons based on debt that was requ1red to be repald

from the proceeds. . ) . S

The following summarrzes the revenues and expenses of the discontinued operations as reported in the
condensed consolrdated results of operatlons for the period mdlcated

5 . . -~

l.a‘,h di ‘t T by RN IERLT N Lot

W eaniRIA O Lot Ll L L Year ended )
December 31, :
4.3+ Revenues: B S O 7 2004 vy
Rl R PEIT R T LS R T — I
" Net sales ' . h . _875'.3 " e
- R - i . 3 e e
’ Other revenue e ; : 7.7
S , T . -—_ S
DL LI TSl "'..'-:.-:“.:.:."“..".::;.“.: R R e T L FA 4 383.0 '
Costs and ¢ expenses: . L TP S T
N Manufacturmg, shipping and dellvery 75461 - v
U Research, development and engincering CTI 16.0. . . b
woEEr T = Gelling and administrative S R 23.7 ¢
. - Interest . 45.1 i
o . . P . R
SR LI Othert BT s IRy T et e " £22.9 g A LT
N A R e L I P L e
v v ' e 862.3 : .
A poir 2am Y iviterr, Y an e LA e e
,_“ O,,LEamlngs before 1tems below,., m' I . 207 e Lo
i
Prov1sronlor income taxes 27 .0 e
Gain on' sale of discontinued operations 70.4 ‘
[NEDY T T L S S AT T -
. = Net eamm;,s frorn'“ s £ : SRR : sroe I
v . T L T T i : BTN T
befth o dlscontmued operatlons”’ S TR E g 40T fed
[d Sea b fuul_.'-__{“.‘ vie LT ot L S

The sale of the blow-molded plastlc busmess resulted in a substantlal capltal loss prlmanly refated to:

prevrous goodw1ll wrlte downs that were not deductlble when recorded 'The 2004 gain on the sale of y

dtscontlnued operatlons of $70 4, rmlhon mcludes a credrt for ifiCome taxes of $39.7 mrlhon representlng' '
the tax beneﬁt from' offsettmg a portron of the loss agamst otherwisé taxable capital gams

a Discontmuedioperatlons of:$63:0 mtllton for.2005 includes $61.8 million.for.a beneﬁt from the reversal .
of an dccrual for potential tax liabilities related to a previous divestiture. The accrual is'no longers: .y .-
required-based-on the Company’s reassesément of the: potential liabilities due to several factors, mcludmg.
statute expiration in September 2005, The balance of $1.2 million relates to an adjustment of the 2004
gain on the sale of the blow-molded plastic contamer operations principally from ﬁnallzrng certain tax
allocations.

24, Acquisition of BSN Glasspack, S A. On June 21, 2004, the Company completed the acqulsltron of
BSN Glasspack, S.A. (“BSN”) from Glasspack Participations (the “BSN Acquisition”). Total !

" consideration for the BSN Acquisition was approximately $1.3 billion, including the assumption of
approximately $650 million of debt, a portion of which was refinanced in connection with the BSN '

Acquisition. BSN was the second largest glass container- manufacturer in Europe with manufacturing -
. . v
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facilities in France, Spain, Germany and the Netherlands: The BSN-Acquisition was financed with
borrowings under the Company’s Second Amended and Restated Secured Credit Agreement. In order to
secure the European Commission’s approval, the Company committed to divest the Barcelona; Spain, dnd
Corsico, Italy glass plants. The Company completed the sale of these plants in January 2005 and received
cash proceeds of approximately €] 38 2 million. . .

¥

Had the BSN Acquisition and the related fi nancmg occurred at the begmnmg of 2004, pro forma
consolidated net sales, net earnings, and net earnings per share of common stock would have been as
follows:

Year énded December 31, 2004 .
" As - BSN " Financing Pro Forma

Reported Adjustments Adjustments As Adjusted -
Net sales . _ $ 61284 8 752.5 S 8§ 68809
'Earnings from continuitlg ’ ‘ - __ '_ :
operations $ . 1715 $ 176 $ (64 8 1827
Diluted earnings from continuing o _ | _ ‘ '
operations per share of o : o . N - _
common stock $ 1.00 B S $ 1.08 -

The 2004 earnings included the step-up effect of the finished goods inventory acqmred in the Acqulsltlon
that reduced gross profit by approximately $31.1 million. The 2004 earnings include estimated

" amortization related to the $48.1 million of intangible assets recorded for customer relatlonshlps At
average exchange rates for each respective year, the pro forma amortlzatlon of the-intangible asset was
$4 0 million (net of tax) for 2004,
25. Financial Information for Subsidiary Guarantors and Non-Guarantors . The following presents
condensed consolidating financial information for the Company, segregating: (1) Owens-Illinois, Inc.;
the issuer of four series of senior notes and debentures (the “Parent”); (2) the two subsidiaries which have
guaranteed the senior notes and debentures on a subordinated basis (the “Guarantor Subsidiaries”); and -
(3) all other subsidiaries (the “Non-Guarantor Sub51d1ar1es”) The Guarantor Subsidiaries are 100%
owned direct and indirect sub51d1ar|es of the Company and their guarantees are-full, unconditional and -
joint and’ several They have no operatlons and functlon only as mtermedlate holding « eompames

-

.. Wholly-owned subsidiaries are presented on the equity basis of aecounting Certain reclassiﬂcations have' K
been made to conform all of the financial information to the financial presentation on a consolidated. -
basis. The principal ehmmatlons relate to investments in sub51d1ar1es and mter-company balances and
transactions. g - :

t
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Owens-1llinois, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

December 31, 2006
Non- -
L .Guarantor ~ Guarantor .
. ., Parent . Subsidiaries + Subsidiaries Eliminations Consolidated

Balance Sheet s ) {

Current assets: ' ' - :
Accounts receivable - % - $ - b 1,097.8 $ - 5 1,097.8
Inventories : ' C o 1,039.0 w o 1,039.0
Other current.assets . o 295.9 oo 293.9

Total current assets. - - 24327 - t 2,432.7 .

Investments in and ad- ; ) .
vances to subsidiaries . 2,1089 - 1,044.3 - (3,153.2) . -

Goodwill | o ‘ 2,464.7 . . 2,464.7

Other non-current assets ' 1,229.6 ) ‘ 1,229.6

+ Total other assets L 21089 1,044.3 . . 3,694.3 (3,153.2) P 03,6943

Property, plant and _ ' , ' :
equipment, net L A . _ 3,193.7 . 3,193.7

Total assets . . - - s 2,089 § 1,043  § 93207 § (31532) $1 93207

Curfent liabilities : B
Accounts payable and _ e . R

accrued liabilities ‘ : 5 - - 5 14795 87 - 5. 1,479.5
Current portion of ! , L : - '
asbestos liability 14%.0 . . . 149.0
Short-term loans and . ‘ :
long-term debt'due
within one year S 300.0 737.2 {300.0y - 737.2
* Total cufrent Iiabilities . . 449.0 7 - 2,216.7 (300.0) 2,365.7

Long-term debt . - 757.3 . 4,726.7 (764.6) 4,719.4

Asbestos-related liabilitics 5386 : 538.6

Other non-current liabilities o
and minority interests - e 7.3° 1,333.0 . 1,340.3

Capital structure . 73567 . 1,044.3 1,044.3 (2,088.6) . . . 3567

- Total liabilities and _ ' S
 share owners' equity - o $  2,108.9 b 1,0443 . 8 9,320.7 b (3,153.2), §, . 9,320.7
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Owens-Illinois; Int: .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS = (Cbnﬁﬁuéd)

£ ! December 31, 2005
. Non- .
! - *Guarantor Guarantor -
v 3 Parent ‘¢ 'Subsidiaries - Subsidiaries .- Eliminations . .Consolidated
Balance Sheet ' T e e e e
Current assets: . RSV IR I
" Accounts receivable 8 - $ - $ 1,006.2 £ - nee o 80 1,0062
Inventories : 940.4 Harar 0404
Other current assets 3357 Tt 335.7
Total current assets ) - - - 2,282.3 -t oo 22823
Investments in and ad- - RN Y.
vances to subsidiaries 2,241.7 - 1,197.7 “u° (3,445.4) v -
Goodwill ! : 2,369.2 e 2,369.2
" Other non-current assets 1.2 1,716.6 e oY o 1L,717.8
Total other assets ¢ + 2,2489 +. 1,197.7 - - 4,085.8 (3,4454)y« VT 4,087.0
Property, plant and ‘ : e e
equipment, net _ . T T 3,152.5 e T 31525
Total assets - _ T8 22489 ¢« § 1,197.7° .8 | 9,5206 § (34454) 31 195218
Current liabilities : ’ ) = *
Accounts payable and Co R T N
accrued liabilities . 3 - s t- h 1,385.6 $ s - s 1,385.6
Current portion of . R IS IR . S
asbestos liability 158.0 " ST 158.0
Short-term loans and Ny P S T A
long-term debt due ' sl :
within one year - 2783 - Caeot 278.3
Total current liabilities 158.0 R A 1,663.9 - - om0t 18219
Long-term debt o 1,046.7 . ‘ 5,022.0 (1,050.0) « - T 15,0187
Asbestos-related liabilities 572.1 S W AT o e 872
Other non-current liabilities LTI E g
and minority interests ' (251.8) . b 1,637.0 . aoan o 1,385.2
" Capital structure o 7239 0 L1977 PR 11977 (2,395:4) . 723.9
Total liabilities and . LRSS St :
© _ share owners, equity S $ 22489 7§ ]',]97.7"'-‘_:‘,_': b 9,520.6 $ «(34454)r° 8 - 95218
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Owens-Illinois, Inc.

NOTES TO CONSOLIDATED FINA-NCIAL\S-TATE-MENTS_’—, (Continued) .

) ) o SR s Year ended December 31, 2006 '
. Non-
A Guarantor : Guarantor
’ e R Parent- .. .Subsidiaries, Subsidiaries Eliminations Consolidated
Results of Operations LW
t . L > c. X PR
Net sales $ - $ - $ 7,422.0 $. . -., . § . 74220
External interest income T 195 .-« o, LT 19.5
[ntercompany interest income 82.4 ‘824 (164.8) - )
Equity earnings from subsidiaries 92.5 92.5 ,.(185.0) -
- 1= Other equity earnings 25.7 Wy o 257
= Otherrevenue - e e e 56.3 56.3
Total revenue 174.9 174.9 7,523.5 (349.8) S 7,523.5
Manufacturing, shipping, ; ' HER
and delivery _ 6,0840 . i (oo +6,084.0
Research, engineering, selling, -~ . Lo
administrative, and other . 120.0 688.7 . UNTHR 808.7
External interest expense o - 82.4 405.8 e 488.2
~Intercompany interest ¢xpense 2o - 824~ 82.4 (l64.8) . -
Total costs and expense 202.4 824 12609, (164.8) .. 7,380.9
) " Earnings from operations "
before items below | (27.5) ,92.5 262.6 (185.0), 142.6
Provision for income taxes 126.5 PRI ‘ 126.5
Minority share owners' intercsts i - - - . ’ R
in earnings of subsidiaries "~ -: , - 436 . Ca e 43.6
Net earnings $ (275 92.5 3 925 .8 (1850)- 3 (27.5)
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Owens-lllmols, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contmued)

! . Year ended December 31,2005
L S Non-
T : : Guarantor Guarantor :
y Parént *-  Subsidiaries Submdlarles " Eliminations Consolidated

Results of Operations . _ . S
Net sales ' . SR T % - § 70790 . % - -8 7,079.0
External interest income. C “ 166 . . 16.6
Intercompany interest income - " '85.0 85.0 T (170.0) -

" Equity camnings from subsidiaries ~ © (535.6) - (535.6) L0712 | ]
Other equity earnings - L . o226 l o226
Other revenue ) S 715 v 71.5
- Total revenue - ~(450.6) -~ (450.6) - 7,189.7 901.2 7,189.7

- MémufactprirIg, shipping, - : : t

and delivery R 5,719.5 B 5,719.5
'Research, engineering, selling, : : . .

E;ldministrative, and other 135.0 . : 1,087.1 .= . - - 1,222.1
External interest expense ‘ 85.0 ’ 4 . 3817 . ' ‘ 466.7
Intercompany interest expense - : 85.0 - . 85.0 (170.0) -

Total costs.and expense .- 02200 : 85.0 7,27133 (170.0) 7,408.3
Earnings (loss) from contmumg operations o : ‘ o _

before items below - (670.6) (535.6) (83.6)- - 1,071.2 ' “(218.6)
Provision for income taxes - (49.0) i 416.1 " . - - 3671
Minority share owners’ interests’ ’ - - )

in earnings of subsidiaries : 35.9 , 35.9
Eamings (loss) from continuing operatio (621.6) 5356y . - A(535.6') .- L0712 (621.6)
Net earnings of discontinued . ' 2 _ ‘

operations” Co 630 630 - 63.0 . (126.0) 63.0
Net earnings (loss) $°7(5586) $ (4726) - $  (472.6) $ 9452 . S (558.6)
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Results of Operations
Net sales '

External interest income
Intercompany interest income
Equity earnings from subsidiaries
Other equity carnings

Other revenue

Total revenue

Manufacturing, shipping,
and delivery
Research, engineering, selling,
administrative, and other
External interest expense
Intercompany interest expense

Total costs and expense

Earnings from continuing operations
before items below

Provision for income taxes

Minority share owners' interests
in earnings of subsidiaries

Earnings from continuing operations

Net earnings of discontinued
~operations :

Net earnings

Owens-Illinois, Inc.
NOTE.S TO CONSOLIDATED FINANC]AL STATEMENTS - (Continued)
Year ended December 31, 2004

$ 2355 ]

Non-
Guarantor Guarantor

Parent Subsidiaries Subsidiaries Eliminations. ... Consolidated
S - $ - $ 61284 $ - 6,128.4
. 15.3 A 153

113.7 113.7 (227.4) -
256.4 256.4 (512.8) -
278 . 278
91.9 91.9
370.1 370.1 . 62634 (740.2) 6,263.4

49184 - 49184 -

152.6 507.2 659.8
113.7 3612 ' 474.9

113.7 113.7 (227.4) ;
266.3 1137 5,900.5 (227.4) 6.053.1
103.8 256.4 362.9 (512.8) 210.3
(67.7) “13.6 59
32.9 32.9
171.5 256.4 256.4 “(512.8) 1715
64.0 64.0 64.0 - (128.0) 64.0
3204 $ 3204 $ ' (640.8) 235.5
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| Owens-Illinois; Inc.
NOTES TO CONSOL]DATED.FINANCIAL STATEMENTS - (Conﬁn‘ued)

!

-

Year ended December 31, 2006

+ -

106

b 246.6

Non-
- - Guarantor Guarantor .
. Parent Subsidiaries Subsidiaries Eliminations Consolidated
. Cash Flows
" Cash provided by - -
(used in) operating L .-
activities $ (1613) $ - $ 3116 %~ oo ot §e- 1503
- . "Cash provided by investing ‘ , o
" activities | (177.9) (177.9)
Cash provided by ; \
(used in) financing . ) ) ! .
activities - . 161.3 (170.3) < "0
Effect of exchange - . - s . - e - .
rate change on cash - et A ) 12.7 L 12,7
Net change in cash - - (23.9) Y oo (23.9)
- . . Y T
Cash at beginning " .
of period ' . 246.6 PRt e 2466
Cash at end . . . .
of period ; s - $ - $ 227  $ ERE 22X
a ' o
st i . s
] Lol !
Year ended December 31, 2005
‘ Non- :
Guarantor Guarantor . , . ‘
. Parent Subsidiaries Subsidiaries Eliminations . Consolidated
. CaS[’l FlOWS . - . . - R - -~ n o ww -
Cash provided by . §
(used in) operating : . . R Gt
activities . .. 8 (1689) - % - . % 622.0 3 - § ...453.1
»  Cash provided by investing . - o
. activities . W S i o . .(198.0) {198.0)
Cash provided by
(used in) financing
" activities ' 168.9 (442.0) (273.1)
Effect of exchange
raté change on cash § (13.3) (13.3)
Net change in cash . - - (31.3) - (31.3)
Cash at beginning .
+ of period 2719 2779
Cash at end . . '
of period $ - b3 - $ - b 246.6




, Owens-lllinois, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

L T T VR Year ended December 3 1, 2004
- : Non-
Carantor Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
Cash Flows . - - - ' '
Cash provided by B
{(used-in) operating - - S . '
activities T $ (173677 "8 . $ 783.5 $ - - $ 6099
Cash provided by investing S R c o . - 3
activities - B o - 338.8 . 3388
Cash provided by ' ' o o A
(used in) financing * - ‘ K . ‘ : :
activities ~ O b - I ! (1,011.5) : (837.9)
Effect of exchange -
rate change on cash 3.7 . B
Net change incash | 2 TR -, 114.5 . - 4 1145
e R £ . . Cia oA=L P . PR oL .
Cash at beginning ‘
‘ of period . ‘ . ) ) ) . ., 1634 1634
Cash-at ends - T e TR . S S . :
of period ; ) 3 - $ - $ 2779 - % - $ 2718,
T S S R ' T DEEE - )
P EARF TR | .1“ ' I Vo
* )
et Nt che . g " ! \
t . 4 H ' o
(R TN AR i ' 1 '
o ‘ \"; T. i PR 8 ’
! 2
- ) Lo . ,
} MY i 5
r 1) ' 1 i~ o ] ' i .
. I PR T r B 1 *
/] : . . ! '
i . I
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Selected Quarterly Financial Data (unaudited) The following tables present selected financial data by
quarter for the vears ended December 31, 2006 and 2005

2006
Year
First Second Third Fourth - to
Quarter Quarter Quarter Quarter Date
Net sales $ 16883 $ 19455 $ 19117 $ 18765 § 7,4220
Gross profit 0% 3033 0§ 3599 § 3565 § 3183 § 11,3380
Net earnings (a) ’ 3 243 % 426 § 84 § (1028 § (273)
Earnings per share
of common stock (b):
Basic: ’ ) '
Net carnings R A 025 $- 002 § 071y § (032
.Diluted: o . C S
Net earnings $ 012 8 024 § 002 § 071 $ (032)
(a) Amount for the first quarter includes a loss of $3.5 miliion ($3.3 million eﬁer tax) from the mark

to market effect of natural gas hedge contracts. . The after-tax effect of this loss is a decrease in
carnings per share of $0.02, -

Amount for the second quarter includes a loss of $1.6 million (pretax and after tax) from the mark
to market effect of natural gas hedge contracts. The after-tax effect of this loss is a decrease in
earnings per share of $0.01. .

Amount for the second quarter inciudes a charge of $10.2 million ($9.8 million after tax) for the
write-off of finance fees related to debt that was repaid-prior to its maturity. The aﬁer-tax effect
of thlS charge is a decrease in earnings per share of $0.06.

~Amount for the third quarter includes a loss of $1 .-6 million (pretax and after tax) from the mark

to market effect of natural gas hedge contracts. The after-tax effect of this loss is a decrease in

* earnings per share of $0.01.

Amount for the third quarter includes a charge of $7.3 million (pretax and after tax) for note-
repurchase premiums and the write-off of finance fees related to debt that was repaid prior to its
maturity. The after-tax effect of this charge is a decrease in earnings per share of $0.05.

Amount for the third quarter includes a charge of $29.7 million ($27.7 million after tax),
principally for the closing of the Godfrey, Illinois machine parts manufacturing operation. The
after-tax effect of this charge is a decrease in earnings per share of $0.18. -

Amount for the fourth quarter includes a gain of $15.9 million ($11.2 million after tax) for the
curtailment of postrenrement benefits in The Netherlands. The aﬂer tax effect of this gam is an

increase in earnings per share of $0 07.
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Amount for the fourth quarter includes charges totaling $142.8 ($142.6 million after tax) for the
following: (1) $120:0 million (pretax and after tax) to increase the accrual for estimated future
asbestos-related costs; (2) $20.8 million ($20.7 million after tax).for CEO transition costs; and (3)
$2.0 million ($1.9 million after tax) from the mark to market effect of natural gas hedge contracts. -
The after-tax effect of these charges is a.reduction in earnings per share of $0.92. . :

Amount for the fourth quarter includes a benefit of $5.7. million from the reversal of a non-U.S.
deferred tax asset valuation allowance partially offset by charges related to international tax
restructuring. The effect of this benefit is an increase in eamings per share of $0.03.

(b) Earnings per share are computed independently for each period presented. As such, the sums of
the amounts calculated separatély for each quarter do not equal the year-to-date amount. -

2005

Year
~ Farst " Second Third Fourth to
Quarter Quarter Quarter Quarter Date
Netsales . - : $ 1,6633 $ 1,8527 % 18075 § 1,755.5 $ 7,079.0
Gross profit $ 3748 § 3778 $ 3340 $ 2729 $ 13595
Earnings (loss) from continuing ' ' co
operations (¢) . 117.5 86.2 56.6 (881.9) (621.6)
Net earnings of ‘ . o .
discontinued operations (d) C 630 . 63.0
Net earnings (loss) - $ 175 % 862 $ 1196 $ ' (881.9) $ ' (558.6)
“Earnings (loss) per share
of common stock (e): , ) ,
Basic:
Earnings (loss) from continuing _— oo ' ‘ o
operations $ 075 % 054 $ 034 3% (586) $ '(4.26)
Net earnings of .
discontinued operations 0.41 (.41
Net earnings (ioss) $ 075  § 054 § 075 $ (586) §$ - (3.85)
Diluted: y
_Earnings (loss) from continuing " IR o ; :
operations $ 073 § 053 % 034 § (586) $ (4.26)
Net earnings of ' ' ) ;
discontinued 'operations T : 0.41 ' ) 04l

Net (loss) earnings % 073¢ % 053 § 075 -$ ~ (586) §- (3.85)

{c) Amount for the first quarter includes a gain of $28.4 million ($17.0 million after tax) from the
mark to market effect of natural gas hedge contracts. The after-tax effect of this gain is an
increase in earnings per share of §0.11. o

.-
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--Amount for the first quarter includes a.gain of $28.1 million (pretax'and after tax) from the sale
of the Company s glass container facility in Cors1co Italy The cffect of this gain is an increase
o in earmngs per share of$0 18 T B TR P
' . Leo- T o [‘ AV ‘ L‘
Amount for the’ second quarter mcludes a loss of $7.0 m1ll|on ($4 0 mtlllon after tax). from the
mark to market effect of narural gas hedge contracts. The after-tax effect of this loss is a decrease
in earnings per share of $0.03 . ) T 7 P T
e 1 . e I . T i PR
Amount for the third quarter includes a loss of $8.2 million ($4.9 million after tax) from the mark
‘to market effect of natural gas hedge contracts. The after-tax effect of this loss is a decrease in .
'-.eammgspershareof$003 ot ; UL L R :
P _l "R -4:
Amount for the third quaner includes a benefit of $5.3 million from the reversal of an accrual for
potential tax liabilities related to a previous divestiture. The accrual is no longer required based
on the Company s reassessment of the potentral liabilities. The effect of thls beneﬁt is an
increase in earnings per share of $0.03. ' - ot ~

., Amount for thc fourth quarter includes charges\totalmg $945 0 ($585.8 miilion after tax) for the
... following: (1) $494.0 miltion (pretax and after tax) to write down goodwill in the Asia-Pacific.. _.
' Glass unit; (2) $306.6 million to record a valuation allowance related to accumulated deferred tax
- ‘assets in the U.87; (3) $135.0 million ($86.0 million after tax) to-increase the'accrual for estimated
future asbestos- related costs; and (4) $9:4 millior ($5.8 million after tax) from the mark to market
effect of natural gas*hedge contracts. The after-tax ‘effect of these charges’is a erUCtIOII in
earnings per share of 85. 89 P :

(d) Amount for the third quarter consists principally of a benefit from the reversal of an; accrual for'”
:-potential tax liabilities related-to a previous divestiture. The accrual is no longer requrred based
on the Company’s reassessment of the potential lrabllttles e e s e
(e) Earnings per share are computed independently for each period presented As such the sums of
the amounts calculated separately for each quarter do not equal the year-to—date Amount. * © ’

ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON =
o ACCOUNTING AND FINANCIAL DISCLOSURE - -
None. : C i

ITEMSA.. CONTROLS AND PROCEDURES . R e el P
The Company maintains disclosure controls and procedures that are designed to ensure, that mformatrojn '
required to be disclosed in the Company’s Exchange Act.reports is recorded, processed summarlzed and .
reported within the time periods speclﬁed in the Securities and Exchange Commission’s rules and forms
and that such information is accumulated and communicated to the Company’s management mcludmg its
Chief Executive Officer and Chief Finaricial Officer, as apprapriate, to allow timely decrsnons regarding
required disclosure. In designing and evaluatmg the disclosure controls and procedures management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only -
reasonable assurance of achieving the desired control objectives, and management is required to apply its
judgment in evaluating the cost-benefit relationship of possible controls and procedures., Also, the
Company has investments in certain unconsolidated entities; As the Company does not control or
manage these entities, its disclosure controls and procedures with respect to such entities are necessanly
substantially more limited than those maintained with respect to its consolidated subsidiaries.
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As Tequired by Ruic 13a-15(b) of the Exchange Act, the Company carried out an evaluation, under the’
supervision and-with the participation of management, including its Chief Executive Officer and Chief
Financial Officer,.of the effectiveness of the design-and operation of the Company’s disclosure controls
and procedures as of the end of the period covered by this report. Based on the foregoing, the Company’s
Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls
and procedures were effective at the reasonable assurance level as of December 31, 2006. ... . |

; ‘ ) : .
Management concluded that the Company’s system of interna! control.over financial reporting was
effective as,of December 31, 2006. There has been no change in the Company’s internal controls over
financial reporting during the Company's most recent fiscal quarter that has materially affected, or is -
reasonably likely to materially affect, the Company’s internal controls over financial reporting. The
Company has, undertaken the phased implementation of a global Enterprise Resource Planning software -
system and believes it is maintaining and monitoring appropriate internal controls duringthe  , .. y
implementation period: The Company, believes that the internal control environment will be ¢cnhanced as

a result of implementarion. .. ., - _ , g

. -
-, . ' ‘
! ; i

Management’s Report on Internal Control over Financial Reporting T

The management of Owens-Illinois Inc., is responsible for establishing and maintaining adequate internal
control over financial reporting. The Company’s internal control over.financial reporting,is designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of .
financial statements for external purposes in accordance with generally accepted accounting principles in
the United States. -However, all internal control systems, no matter how well designed, have inherent
limitations. Therefore, even those systems determined to be effective can provide only reasonable !
assurance with respect to financial statement preparation.and reporting. : o

Management-assessed the effectiveness of the Company’s internal control over financial reporting,as of
December 3], 2006., In making this assessment management used the criteria for effective internal.
control over financial reporting as described in *!Internal Control — Integrated Framework” issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSQ framework). i
d o r PN ’ . oLt . : ot et
Basgd' on this assessment, using the criteria above, management concluded that the Company’s system of
interna} control.over financial reporting was effective as of December 31, 2006. . . -

A A .

T T D o e R
The Company’s.dndependent registered public, accounting firm, Ernst.& Y oung LLP; that audited the
Company’s consolidated financial statements, has issued an attestation report on management’s . ,

assessment of the Cornpany’s internal control over financial reporting which is included below.
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- REPORT OF INDEPENDENT: REGISTERED PUBLIC ACCOUNTING FIRM. |

———— —esre— p————
— e — ——

.

The Board of Directors and Share Owners of =~ - .- ‘ T e
Owens-Illinois, Inc. k ‘ ‘

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting, that Owens-Illinois, Inc. maintained effective internal control
over financial réporting as' of December 31, 2006, based on criteria established in Internal Control—
Integrated Framework -issued by the Commlttec of Sponsoring’ Orgamzatlons of “the Treadway
Commission (the COSO criteria). Owens-Illinois, Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an’ opinion on the: effectlveness of the company s 1nterna1 control over ﬁnanc1aI reportlng based on
our audlt » - -

We conducted our ‘audit in'accordance with the standards of the Public Company Accounting Oversight
Board (United States)” Those standards require that we plan and perform .the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
‘respects. Our audit’ included obtaining -an understanding of internalycontrol over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness- of
- internal control, and performing such other procedures as we considered necessary in the crrcumstances
We believe that our audit provides a reasonable basis for our 0p1n1on

A ‘company’s intemél control .over financial reporting is 'a process- designed to provide reasonable
assurance regardmg the reliability of financial reporting and .the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A’ company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dtsposmons of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statemerits in accordance with génerally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authonzatlons
of management and directors of the company; ‘and (3) provide reasonable assurance regardmg preventlon
or timely detection of unauthorized acquisition, use, or dlsposmon of the company’s assets that ‘could
have a material éffect-on the financial- statements 4 .

Because of | its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. ~ Also, projections of any evaluation of cffectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate. :

In our opinion, fmanagement’s assessment that Owens-Illinois, In¢. maintained effective internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the -
COBO criteria. Also, in our opinion, Owens-1liinois, Inc. maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight-
Board (Uruted States), the consolidated balance sheets of Owens- Mllinois, Inc. and subSIdlanes as of
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December 31, 2006. and 2005, and the related consolidated staitements of results of operations; s'haré
owners’ equity, and cash flows for each of the three years in the period ended December 31, 2006 and our

report dated March 1, 2007 expressed an unqualified opinion thereon. | A
Emst& Young LLP . L o
- . L . - . . s . - - | . .

" Toledo, Ohio
March 1, 2007
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ITEM9B. + OTHER INFORMATION . .,
Noric. - R Co L e
PART 11

ITEM 10. DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE‘

Informatlon Wwith respect {6 nori- -officer dlrectors and corporate governance is 1ncluded in the Proxy
Statement in the section entltled “Election of Directors” and such information is incorporated herein by
reference. .

Information with fespect to executive officers is included herein on pages 11 -12. P
Code of Business Conduct and Ethics

The Company’s Code of Business Conduct and Ethics, which is applicable to all directors, officers and
employees of the Company, includin'g the principal executive officer, the principal financial officer and
the prinmpal accountinig officer, is available on the Investor Relations section of the Company's website
(www.o-i.com). A copy of the Code is also available in print to share owners upon request, addressed to
the Corporate Secretary at Owens-Ilinois, Inc., One Michael Owens Way, Perrysburg, Chio 43551. The
" Company intends to post amendments to or waivers from its Code of Business Conduct and Ethics (to the
extent applicable to the Company's directors, executive officers or principal financial officers) at this
locatlon on its website.

ITEM 11. EXECUTIVE COMPENSATION
The section entitled “Director and Executive Compensation and Other Information,” exclusive of the

subsections entitled “Board Compensation Committee Report on Executive Compensation™ and
“Performance Graph,” which is included in the Proxy Statement is incorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

MANAGEMENT- ./ AR A S v
~ The section entitled “Secunty Ownershlp of Certain"Beneficial Owners and Management” whlch is /'
mcluded in the Proxy S tatement is mcorporated herein by reference. -
T - Equlty Compensation Plan Informatlon .
(a) - (b} (©) U
. : N _ Number of securities
F U Number of securities remaining available for
to be issued upon Weighted-average future issuance under , ..
. exercise of _ . exercise price of equity compensation
“outstanding options,’ outstandmg options, - plans (excluding securities
- " warrants and rights (1) _J,wzju'rants anqt rights = ~ reflected.in column (@)..,
Plan Category {thousands) ' {thousands)
Equity compensation o : v a N e
plans approved by . : LD Cooa : e
security holders : 6,530 b - 20,75, Sa ’ . 4,660
Equity compensation , ' T o o
plans not approved by - . R ORI T

security holders  «-, . o - -

Tol . 6530 8 2075 4,660
0 Repregents optlons to purchase shares of the Companys commor stock There are no |
outstanding warrants or rights. :

‘
[ . .
it . L4

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS ‘AND
DIRECTOR INDEPENDENCE - @ e

The section entitled “Director and Executive Compensation and Other Information,” exclusive of the
subsections entitled “Board Compensation Committee Report on Executive Compensation” and » !
“Performance Graph,” which is included in the Proxy Statement is incorporated herein by reference. .

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information with respect to prmcxpal accountant fees and services is included in the Proxy Statement in
the section entitled “Independent Registered Public Accounting Firm” and such information is
incorporated herein by reference. : ‘ :

+
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PART IV

: . L > - “ -
i e 4 I 3

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES e

F INANC[AL STATEMENTS AND- FINANCIAL STATEMENT SCHEDULES : i |

-
(s
- - .‘ . o~

Index of Financial Statements and Fmancml Statement Schedules Covered by Repon of Independent
Audltors

- . o e aw = L e d

Page

(i) Registrant - - Tt '_:, "»_ R o
Report of Independent Reglstered Pubhe Accountmg Firm o S S - 52
* Consolidated Balance Sheets at December 31, 2006 and 2005 ' ] . 54-55
“"For the years ended December 31 2006 2005, and 2004 o _ - S ‘ - .
Consolidated Results of Operations ‘ ~ _ . 53
Consolidated Share Owners' Equ1ty Lo s . . : 56 57
. Consohdated Cash Flows ‘ 58
Notes to the Consolidated Financial Statements o : S - 59-107 -
Exhibit Index e B O
-Financial Statement Schedule * ° - ° A S ~_Schedule Page
"For the years ended December 31, iOI)6, 2'{‘)‘(.)5, and 2004: ;
II - Valuation and Qualifying Accounts (Consolidated) : : ) "8-1
. All other schedules have been omitted since the required information is not present or ]
not present in amounts sufficient to require submission of the schedule. - -~ .
(ii) Separate Financial Statements of Afﬁllates Whose Securities Are . it T
Pledged As Collateral e S - T 122
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EXHIBIT INDEX - _ v

S-K Item 601 No. =~ . - - Document
© 31 . — . Restatad Certificate of Incorporation of Owens-Illinois, Inc. (filed as Exhibit 3.1 to
ey Owens-Illinois, Inc s Form S-2, File No. 33-43224, and mcorporated herein by
.o referénce).’ ‘
32 +  +--- 'Bylaws.of Owens-Illinois, Inc/, as amended (ﬁled as Exhibit 3.2 to Owens- Illmms
P Inc.’s Form S-2, File-No. 33-43224, and-incorporated herein by reference). '
4.1 - Indenture dated as of May 15, 1997, between Owens-1llinois, Inc. and The Bank of

New.York, as Trustee (filed as Exhibit 4.1 to Owens-Illinois, Inc.’s Form 8-K dated
May 16, 1997, File No. 1-9576, and incorporated herein by reference).
42 - . -- Officers' Certificaté, dated May 16, 1997, establishing the terms of the 8.10% Senior
o Notes due 2007; including the Form of 8.10% Senior Note due 2007 (filed as
Exhibits 4.3 and 4.5, respectively, to Owens-Illinois,-Inc.’s Form 8-K dated May 16,
1997, File No. 1-9576, and incorporated herein by reference).
4.3 - Supplemental Indenture, dated as of June-26, 2001 among Owens-Illinois, Inc.,
: . Owens-Illinois Group, Inc., Owens-Brockway Packaging, Inc. and The Bank of New
York, as Trustee (May 15, 1997 Indenture) (filed as Exhibit 4.2 to Owens-Illinois,
Inc.'s Form 10-Q for the quarter ended September 30 2001 File No. 1-9576, and
. incorporated herein by reference).
44. . -- Second Supplemental Indenture, dated as of May 27 2003 among Owens-lllmms
' Inc., Owens-Iilinois Group, Inc., Owens-Brockway Packaging, Inc. and The Bank of
New York, as Trustee (May 15, 1997 Indenture) (filed as Exhibit 4. 12 to Owens-
Brockway Glass Container. [iic. registration statement-on Form $-4 dated June 24,
+ 2003, File No. 333-106399, and incorporated herein by reference). '

45.: - . Indenture dated as of: May 20, 1998, between Owens-Illinois, Inc. and The Bank of
T _* MNew York, as Trustee (filed as Exhibit 4.1 to Owens-illinois, Inc.’s Form 8-K dated
. v ‘May20, 1998, File No. 1-9576, and inéorporated herein by reference).
4,6 -+ Officers' Certificate, dated May 20, 1998, establishing the terms of the 7. 35% Senior

Notes due 2008; including the Form of 7.35% Senior Note due 2008 (filed Exhibits
4.3 and-4.7, respectively, to Owens-Illinois, Inc.’s Form 8-K dated May 20, 1998,
coe el File No. 1 9576 and incorporated herein by reference).
47 .- -~ - . Officers Certificate, dated May 20, 1998, establishing the terms of the 7.50% Senlor
S . Notes due 2010; including the Form of 7.50% Senior Note due 2010 (filed as _

Exhibits 4:4 and 4.8, respectively, to Owens-Illinois, Inc.’s Form 8-K dated May 20,

1998, File No. 1-9576, and incorporated herein by reference).

- Officers' Certificate, dated May 20, 1998, establishing the terms of the 7.80% Semor

Notes due 2018; including the Form of 7.80% Senior Note due 2018 (filed as

Exhibits 4.5-and-4.9, respectively, to-Owens-Illinois, Inc.’s Form 8-K filed May 20,

: . 1998, File No. 1-9576, and incorporated herein by reference). -

49 . -- . Supplemental Indenture, dated as of June 26, 2001 among Owens- 1llinois, Inc
".Qwens-Illinois Group, In¢., Owens-Brockway Packaging, Inc. and The Bank, of New
‘York, as Trustee (May 20,-1998 Indenture) (filed as ‘Exhibit 4.1 to Owens-Illinois

. Inc.’s Form 10-Q for the quarter ended September 30, 2001, File No. 1-9576, and
incorporated herein by reference).

4.8’f",< -
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4.10 -

413 -

] .

Second Supplemental Indenture, dated as of December 1, 2004 among Owens:+ s -
Illinois, Inc., Owens-1llinois Group, Inc., Owens-Brockway Packaging, Inc. and The
Bank of New, York, as Trustee (filed as Exhibit 4.1 to Owens-Illinois Inc.’s Form 8-
~1K dated December -1, 2004, File No. 1-9576, and incorporated herein by reference).
Certificate of Designations, Preferences and Relative, Participating, Optional and
Other Special Rights of Preferred Stock and Qualifications, Limitations and + -
Restrictions thereof of:Convertible Preferred Stock of Owens-Illinois, Inc., dated
.May 15, 1998 (ﬁled as Exhibit 4.10 to Owens-Illinois Inc:’s Form 8-K dated May
20, 1998 File No. 1-9576, and incorporated herein by reference).

Indenture; dated as of January 24, 2002, among Owens-Brockway Glass Container,
Inc., the Guarantors (as defined therein) and U.S: Bank National Association,’as
"Trustee (filed as Exhibit 4.1 to Owens-Illinois Group, Inc.’s Form S-4, File No. 333-
85690, and incorporated herein-by. reference)

First Supplemental Indeénture, dated as of January 24, 2002, among Owens-
Brockway Glass'Container, Inc., the. Guarantors (as defined therein) and U.S. Bank
National Association, as Trustee (filed.as Exhibit 4:2 to Owens-Illinois Group, Inc.’s
.Form S-4, File No. 333-85690, and incorporated herein by reference).

. Second Supplemental Indenture, dated as of August 5; 2002,-among Owens-

Brockway Glass Container, Inc., the Guarantors (as deﬁned therein) and U.S. Bank

-. Natiohal Association, as Trustee (filed as Exhibit 4.1 to Owens-Illinois Group Inc.'s *

- Form 10-Q for the quarter ended September 30, 2002 Flle No. 33-13061, and .
incorporated herein:by reference).” v+ | :
Third Supplemental Indenture, dated as of November 13 2002 among Owens-
Brockway Glass Container Inc., the Guarantors (as defined therein) and U.S. Bank
-National Association,.as Trustee (ﬁled as‘Exhibit 4.4 to Owens-Illinois Group, Inc.’s
Form S-4, File No. 333:103263; and incorporated herein by. reference). ot
- Additional Supplemental Indenturé, dated as of December 18, 2002, among Owens-
.. Brockway-Glass Containér Inc., the Guarantors (as defined therein)-and U.S. Bank
National -Association, as Trustee (filed as Exhibit 4.5 to Owens-Illinois Group, Inc.’s

. Form S-42File No. 333-103263, and incorporated herein:by reference).
Fourth Supplemental Indenture, dated as of May .6,'2003; among Owens-Brockway
Glass Container inc., the Guarantors (as defined therein)-and U.S. Bank National
- Association, @s.Trustee'(filed as Exhibit 4.2 to Owens-Illinois Group, Inc.’s -
»Quarterly Report on Form.10-Q, for the- quarter ended March 31, 2003, File No. 33-
13061, and incorporated herein by reference): R .
Indenture dated as'of May 6, 2003, among Owens- Brockway Glass Contamer Inc.,
-the Guarantors (as defined. therem)rand U.S. Bank National Association, as Trustee
(filed as Exhibit 4.3 t6 Owens-Illinois; Group, Inc.’s Quarterly Report on Form 10-Q
for.the quarterended March 31, 2003, File No.. 33 13061 and: rncorporated herem
~byreference). . . . it oseos el e
Indenture, dated.as of December 1 12004, by-and among Owens-Brockway Glass

. Container Inc the-guarantors party thereto and Law Debenture Trust Company of
New York,as trustee (filed'as Exhibit 4.26-to Owens-1llinois.Group, Inc.’ s Form S-
4, File No. 333 123960, and incorporated herein by‘reference)
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. 4.20

421

4.23

10.1* -

10.2*

10.3%..

10.4*

10.5%

- 10.6*

10.7*

Credit Agreement, dated as of June 14, 2006; by and among the Borrowers named
therein, Owens-Illinois General, Inc., as Borrower’s agent, Deutsche Bank AG, New
. York Branch, as Administrative Agent, and the other Agents, Arrangers and Lenders
named therein (filed as exhibit 4.1 to Owens-Illinois Group, Inc.’s Form 8-K dated
June 14, 2006, File No. 33-13061, and incorporated herein by reference).

—-% Second Amended and Restated Intercreditor Agreement, datedras of June 14, 2006,

by and among Deutsche Bank AG; New York Branch, as Administrative Agent for
the lenders party to the Credit Agreement (as defined therein) and Deutsche Bank
"Trust Company Americas, as Collateral Agent (as defined therein) and any othér

--parties thereto (filed as exhibit 4.2 to.Owens-Illinois Group, Inc.’s Form 8-K dated

. June 14, 2006, File No. 33-13061; and incorporated herein by reference).
Second Amended-and Restated Pledge Agreement, dated as of June 14, 2006,

" between Owens-Illinois Group, Inc., Owens-Brockway Packaging, Inc., and '

 Deutsche Bank Trust Company Americas, as Collateral Agent (as defined therein)
and any other parties thereto (filed as exhibit 4.3 to Owens-Illinois Group, Inc.’ s
Form'8- Kdated June 14, 2006, File No ¢33-13061; and mcorporated herein by '
reference)..

Second Amended and Restated Security Agreement dated as of June 14, 2006,
between Owens-Illinois Group; Inc., each of the direct and indirect subsidiaries of
. Owens-lllinois Group, Inc. signatory thereto, and Deutsche Bank Trust Company

- Americas, as Collateral Agent (as defined-therein) (filed as exhibit 4. 410 Owens-
1llinois Group, Inc.’s Form 8-K dated- June 14, 2006, File No 33-13061, and 3l

i incorporated herein by reference). '

Amended and Restated Owens-11linois Supplemental Retirement Benefit Plan (filed
as Exhibit-10.1 to Owens-lllinois; Inc.’s Form 10-Q for the quéfrter ended June 30,
1998, File No. 1-9576, and incorporated herein by reference). .

“First Amendment to Amended and Restated Owens-Illinois Supplemental
Retirement Benefit Plan (filed as'Exhibit 10.3 to’Owens-lllinois, Inc.’s Form 10-K
for the year ended December 3l 2000 Flle No 1-9576, and mcorporated herein by
reference).

- Second Amendment to Amended and Restated Owens-lllmms Supplemental '

. Retirement Benefit Plan (filed as Exhibit 10.1 to Owens-Iilinois, Inc.'s Form 10-Q
" for the quarter ended March 31, 2002 File No. 1:9576, and incorporated herein by
reference}.
Third Amendment'to Amended and Restated Owens-llinois Supplemental
retirement Benefit Plan (filed as Exhibit 10.1 to Owens-lllinois, Inc.'s Form 10 Q
for the quarter ended March 31 2003 File No. 1- 9576 and mcorporated herein by
reference). v - ST il

*. Form of Employment Agreement between Owens Illm01s Inc. and various
*-Employees (filed as Exhibit 10(m) to Owens-Illinois, Inc.’s Form 10-K for the year

ended December 31, 1987, File No. 1-9576, and incorporated herein by reference).
Second Amended and Restated Stock Option Plan for Key Employees of Owens-

. INinois, Inc. (filed as Exhibit 10.20 to Owens-Illinois, Inc.’s'‘Form 10-K for the year

ended December 31, 1994, File No: 1-9576, and incorporated herein by reference).
First Amendment to Second Amended and Restated Stock Option Plan for Key
Employees of Owens-Iilinois, Inc. (filed as Exhibit 10.13 to Owens-Illinois, Inc.’s
Form 10-K for the year ended December 31, 1995, File No. 1-9576, and
incorporated herein by reference).
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.10.8*

10.9% -

-10.10*

10.11%

10.a2%,
Cloas
_‘ 1'0_.14*'
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3 10.16% i
10,17+
10.18* .

%
10.19*

10.20% -

". Second Amendment {0 Second Amended and -R'estated Stock Option Plan for Key.

Employees of Owens-Illinois,.Inc. (filed as Exhibit 10.1 to Owens-Illinois, Inc.’s
Form [0-Q for the quarter endeéd June 30, 1997 File No. 1-9576, and incorporated
herein by reference).

. Third Amendment to Second Amended and Restated Stock Optlon Plan for Key

Employees of Owens-Illinois, Inc. (filed as Exhibit 10.1 to Owens-Illinois, Inc.’s

- Form 10-Q for.the quarter ended September 30, 2000, File No. 1-9576, and

- incorporated herein by reference.) -
.- Form of Non-Qualified Stock Option Agreement for use under the Second Amended -

and Restated Stock Option Plan for Key Employees of Owens-Hlinois, Inc. (filed as

- Exhibit 10.21 to Owens-Illinois, Inc.’s Form 10-K for the year ended December i1,

1994, File No. 1-9576, and incorporated hereii: by reference).

~ Amended and Restated Owens-Illinois, Inc. Performance Award Plan (filed as

Exhibit 10.16 to Owens-Illinois, Inc.’s Form 10-K for the year ended December 31,

.. 1993, File No. 1-9576, and incorporated herein by reference).

First Amendment to Amended and Restated Owens-Illinois, Inc. Performance

: __Award Plan (filed as Exhibit 10.4 to Owens-lllinois, Inc.’s Form 10-Q for the
**quarter ended June 30, 1997, File No. 1-9576, and-incorporated herein by reference).
.Owens-Illinois, Inc. Directors Deferred Compensation Plan (filed as Exhibit 10.26 to
-Owens-{llinois, Inc.’s Form 10-K for the year ended December 31, 1995, File No, 1-

9576, and incorporated herein by reference). |

First Amendment to Owens-Iilinois, Inc. Directors Deferred Compensanon Plan
(filed as Exhibit 10.27 to Owens-Illinois, Inc.’s Form 10-K for the year ended
December 31, 1995, File No. 1-9576, and incorporated herein by reference).

‘Second Amendment to Owens-Illinois, Inc. Directors Deferred Compensation Plan

(filed as Exhibit 10.2 to Owens-1llinois, Inc.’s Form 10-Q} for the quarter ended

. “March 31; 1997;File No: 19576, and incorporated herein by reference).
. -Amended and Restated 1997 Equity Participation Plan of Owens-Iilinois, In¢. (filed
~as Exhibit'10.1 to Owens-Illinois, Inc.’s Form 10-Q for the quarter ended June 30,

1999, File No. 1-9576, and incorporated herein by reference).

- First Amendment to Amended and Restated 1997.Equity Participation Plan of
. Owens-Illinois, Inc. (filed as Exhibit 10.1 to Owens-Illinois, Inc.’s Form 1¢-Q for

the quarter ended June 30, 2002 File No. 1-9576, and mcoxporated herein by
reference).

. Owens-Illinois, Inc. Executive Deferred Savmgs Plan-(filed as Exhibit 10.1 to

Owens-Illinois, Inc.’s Form 10-Q.for the quarter ended September 30, 2001, File

- No. 1-9576, and incorporated herein by reference).

Employment agreement between Owens-lllinois, Inc. and Steven R. McCracken
dated March 31, 2004 (filed as Exhibit 10.1 to Owens-Illinois, Inc.’s Form 10-Q for
the quarter ended March 31, 2004, File No. 1-9576, and incorporated herein by
reference). “+ :
Amendment dated March 10, 2005 to the employment agreement between Owens-
Illinois, Inc. and Steven R. McCracken dated March 31, 2004 (filed as Exhibit 10. 27
to Owens-Illinois, Inc.’s Form 10-K for the year ended December 31,2004, File No.
1 19576, and mcorporated herem by reference) . S
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10.21* -

-10.22*

10.23*

10.24*

10.25*

--10.26*

10.27*

10.28*

10.29*

10.30*

. 1031%
10.32% |

10.33* ¢

Restricted Stock Agreement under the Amended and Restated 1997 Equity .. ‘

Participation Plan of Owens-Illinois, Inc.-between Owens-Illinois, Inc. and Steven
R. McCracken dated March 31, 2004 (filed as Exhibit 10.2 to Owens-lllinois, Inc.’s
Form 10-Q for the quarter ended March 31 2004, Flle No. 1-9576, and mcorporated

herein by reference).

Non-Qualified Stock Option Agreement under the Amended and Restated 1997

Ecjuity Participation Plan of Owens-Illinois, Inc. between Owens-Illinois, Inc. and 5

Steven R. McCracken dated March 31, 2004 (filed as Exhibit 10.3 to Owens: lllinois, _

Inc.’s Form. 10-Q for the quarter ended March 31, 2004 File No.'1- 9576, and ) ‘
incorporated herein by reference). :

2004 Equity Incentive Plan for Directors of Owens-Illinois, Inc (ﬁled as Exhibit

10.1 to Owens-Illinois, Inc.’s Form 10-Q for the quarter ended June 30, 2004, File

No. 1-9576, and incorporated herein by reference). |
Owens-Illinois, Inc, Incentive Bonus Plan (filed as Exhlblt 10.2 to Owens- Ill1n01s Y
Inc.’s Form 10-Q for the quarter ended June 30, 2004 File No 1 9576 and
incorporated herein by reference).

Owens-Illinois 2004 Executwe Life Insurance Plan (ﬁled as Exh1b1t 10. 32 to
Owens-Illinois, Inc.’s Form 10-K for the year ended December 31, 2004, File No 1- .
9576, and incorporated herein by reference).

Owens-Illinois 2004 Executive Life Insurance Plan for Non-U.S. Employees (ﬁled
as Exhibit 10.33 to Owens-Illinois, Inc.’s Form 10-K for the year ended December
31, 2004, File No. 1-9576, and incorporated herein by reference). T

Se cond Amended and Restated Owens-Illinois, Inc. Senior Management Incentwe

"Plan (filed as Exhibit 10.34 to Owens-Illinois, Inc.’s Form 10-K for the year ended

December 31, 2004, File No. 1-9576, and incorporated herein by reference).
Owens-Illinois, Inc. 2005 Incentive Award Plan (filed as Exhibit 10.28 to Owens-

- Tllinois, Inc.’s Form 10-K for the year ended December 3L 2005 File No. 1-9576

and incorporated herein by reference). A
First Amendment to 2005 Incentive Award Plan of Owens-Illmms Inc dated as of

-December 4, 2006 (filed herewith).

Form of Non-Qualified Stock Option Agreement for use under the Owens- Ilinois,
Inc. 2005 Incentive Award Plan (filed as Exhibit 10.29 to Owens-lliinois, Inc.’s

.Form 10-K for the year ended December 31, 2003, File No. 1-9576, and

.~ incorporated herein by reference).

Form of Restricted Stock Agreement for use under'the Owens-lllmms Inc. 2005
Incentive Award Plan (filed as Exhibit 10.30 to Owens-Illinois, Inc.’s-Form 10-K for
the year ended December 31 2005, File No. 1-9576, and mcorporated herein by
reference). P
Form of Phantom Stock: Agreement for use under the Owens- Illmors Inc 2005

Incentive Award Plan (filed as Exhibit 10.31 to Owens-Illinois, Inc.’s Form 10-K for

the year ended December 31, 2005, File No. 1-9576, and incorporated herein by’
reference).

Form of Restncted Stock Unit Agreement for us¢ under the Owens-Illiniois; Inc.-
2005 Incentive Award Plan-(filed as-Exhibit 10.32 to Owens-Illinois, Inc.’s Form
10-K for the year ended December 31, 2005, File No. 1-9576, and mcorpcrated
herein by reference). -
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10.34* -- Amendment dated August 3, 2006 to the employment agreement between Owens-
S Illinois, Inc. and Steven R. McCracken dated March 31, 2004 (filed as Exhibit 10.1
- . to Owens-Illinois, Inc.’s Form 10-Q for the quarter ended June 30, 2006, File No. I-
i T 9576, and incorporated herein by reference). -
10.35% .. Separation agreement between Owens-Iilinois, Inc. and Steven<R McCracken (filed
... as Exhibit 10.1 to Owens-Illinois, Inc.’s Form 8-K- dated November 8, 2006, File
- No. 1-9576, and incorporated herein by reference). -
10.36*  --  Letter agreement between Owens-Illinois, Inc. and Albert P.L: Stroucken (filed as
: " *,  Exhibit 10.2:to Owens-lllinois, Inc.’s Form 8-K dated November 8, 2006, File No.
1-9576, and incorporated herein by reference). - .

+ o 10.37* - Employment agreement between Owens-Illinois, Inc. and Albert P.L. Stroucken,
e+ . Jwdated January 3, 2007 (filed herewith). SR :
12 --  Computation of Ratio of Earnings to.Fixed Charges arid:Earnings to Combmed
. . >+ Fixed Charges and Preferred Stock Dividends (filed herewith).
21 -- .Subsidiaries of Owens-Illinois, Inc. (filedtherewith).
23 . --. Consent of Independent Registered Public Accounting Firm (filed herew1th)
‘24 .- .- Owens-Illinois, Inc. Power of Attorney (filed herewith). -
31.1 =-."* Certification of Principal Executive Officer pursuant to‘Sectlon 302 of the Sarbanes-
Oxley Act of 2002 (filed herewith). oo
31.2 - Certification of Principal Financial .Officer pursuant to Section 302 of the Sarbanes- -
= :  Oxley Act of 2002 (filed herewith). : Y KR |
to321 -- . Certificatton of Principal Executive Ofﬁcer pursuant to 18 U.S.C Sectlon 1350 (filed
" ». . xherewith), . - L
©32.2 . ot-- | Certification of Prmc1pa1 Fmancral Ofﬁcer pursuant to 18 U.S. C Section 1350 (filed
- herew1th) - . : ‘ R T

.

. i p, . .
* Indicates a managément contract or compensatory plan or arrangement requlred to be

ﬁled as an exhibit to this form pursuant to Item 15(c).
: nooow SR S L

.‘"

SEPARATE FINANCIAL STATEMENTS OF AFFILIATES WHOSE SECURITIES ARE
PLEDGED AS COLLATERAL - : .
1) Fmanclal statements of Owens-Brockway Packaging, Inc. and subsidiaries including consolidated.
. balancersheets as of December 31, 2006 and 2005; and the related statements of operations; net parent
* investment, and cash ﬂows for the years ended December 31 2006, 2005 and 2004
2) F inancial statements of Owens-Brockway Glass Container lnc. and subsidiaries.including
consolidated balance sheets as of December 31, 2006-and 2005, and the related statements of
operations, net parent investment, and cash flows for the years ended December 31, 2006, 2005 and
2004. = - - . - o
3 Financial statements of OI Plastic Products FTS,’Inc. and subsidiaries including consolidated balance
sheets as of December 31, 2006 and 2005,.and the related statemients of operations, net parent
investment, and cash flows for the years ended December 31, 2006, 2005 and 2004.

* B - i
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T B FAf g T, “f..i.,.‘
The Board of Directors and Share Owner of -
Owens-Brockway Packagmg, Inc : _ . Ui

ri' ,3, i L
' We have, audited. the accompanying, consolrdated balance sheets of Owens-Brockway Packaging; Inc.and_,
subsidiaries as of December 31, 2006 and 2005, and the related consolidated statements of resu]ts of
" operations, net Parent investment, and cash flows for each of the’ three years in the . perigd ended
December 31, 2006., These financial- statements’ are the respon51b111ty of the Company $ management

Ou: responsrbxhty 1s to express an oprnlon on these financial statements based on our audlts

.
14

i
We conducted our audrts in accordance with the standards of the Public Company Accountlng Oversrght

o ,- - ..'-_ R
gt ! ?

Vo

‘ Board (Umted States)' Those standards require that we plan and perform the aud1t to ‘obtain reasonable'

assurance about whether the ﬁnanmal statements are free of material misstatemerit." We were fiot engaged
to perform an audlt of the Company s internal control over financial reporting”"Our audits-'included

consrderatlon of interrial control over financial reporting.as.a basis, for. de51gn1ng audit procedures that ‘are

appropriate in the circumstances, but,not for the purpose of expressing an oplmon on the effecnveness of
the'd Company s internal control over financial réporting. Accordingly, we express no ) such ¢ oplmon “An~
audit alSo includes examlnmg, on'a test basis, evidence supporting the"Amdunts “and" disclosures in the
financial statemenits, assessing the accounting principles used and significant ;estimates made by
management, and evaluatmg the overall financial statement presentatton We beheve that our, audrts
provrde a reasonable.basis for our. opmlon . . ’ :

.
* "

—— e e e g e '.s“-‘v---“m‘---ﬂﬂ catr e T e e i e - - P I~ TN ST LA - - s

In our opmlon Jthe, ﬁnancral statements referred _to above present fairly, in all. material respects, the

‘. consolidated: ﬁnancral posmon of 0wens Brockway Packagmg, Inc and sub51d1ar1es at December 31,

12006 and 2005, and the consolidatéd results of if§ operations and its ‘¢ash flow's for each of the three years

in’ the period ended Dccember 31; 2006 in conformity . with U.S. generally accepted accounting -

prmmples
As dlscussed in Note‘ 1, 13 and 14 to the consohdated ﬂnancral statements, the Company changed its

method of accountmg for stock-based compensatron deﬁned benefit pensmn plans and other
postretlrement plans, Iespectrvely, in 2006.

, - , - " Emnst & Young LLP_

[

Toledo, Ohio ' ' S v
March 1, 2007

T T
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C()NSOI:[DATED RESULTS OF* OPERATIONS Owens—l?;rqckway.Paékaging, Inc.

-* Dollars in millions

Years ended Deceriber 31; o006 - 2005 2004 "
Revenues: . o :
. Net sales ' ' $ 66924 § 63564 § 55223
Other revenue : ) L . ~ 86.5 1038 .. 1316
_ T 67789 64602 '5,653.9
Costs and expenses: ' T o - S C ‘
Manufacturing, shipping, and dellvery < ) - 55296 51692 4,74_55'.3__
Research and developthent ™ o 16.4 C1s3 0 152
Engineering . ‘ IR L 6. 361 o340
Selling and admlmstratwe I S 4102 3619 . 2672
Net intercompany interest ' T L E (o 287 06,
Other interest expense - o L : L4046 L 3795 403.7 -
Other SRR . 550 5254 481
: i g ‘ . 64454 - . 65161 52242
Earnings (loss) bequq’-ij[ems bql_gw L . 3335 ‘ (55.9) - 4297
rProVision for inconie taxes - . T . - 1388 - - 1306 109.1 -
Minority share owners' interests in earmngs P ' ' . - o
of subsidiaries oo 4377 - 359 330 ¢

Net earnings (loss) . .-~ . Lt . $§ 1510 §. (2224) § 2876

¥ Lo ' . A ) A L ; B € ol s e
.- See accompanying Notes to the Consolidated Financial Statements." . -
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CONSOLIDATED BALANCE SHEETS " Owens- Brockway Packagmg, ‘Inc.

Dollars in millions

December 31, - 2006 2005 -

Assets '

Current assets: !
-Cash, including time deposits of $124.5 R

($104.0 in 2005) _ 5 2418 §. 2439
Receivables including amount from related parties ' - X

of $1.7 (30.8in 2005), less allowances of $29.1 .

S ($25.7 in 2005) for losses and discounts 1,044.9 - 939.9
Inventories - 9933 889.2
Prepaid expenses 429 3L3

: Tdtal current assets ’ '2,322.9 2,104.3

Other assets: _ . .

E Equity investments o , 953 102.2
Repair parts invéntories - 135.9 - 162.7 ¢
Prepaid pension, - - - 317 17.1
Deposits, receivables, and other assets 4494 397.2
Goodwill 22552 12,1597

Total other'iés'sets - 2,967.5 ., 2,8389

Property, plant, and c’qulpment AT _
Land, at cost , 2429 229.5
Buildings and equ:pment at cost: o :

Buildings and-building equipment . - © - 976.1 ~ 905.6

- Factory machinery and equipment © 43465 4,070.2

Transportation, office, and miscellaneous equlpment 1004 98.2

Construction in progress © 120.8 ‘891

_ 5,786.7 5,392.6

~ Less accumulated depreciation - 2,945.5 2,576.3

Net property, plant, and equ1pment 2,841.2 2,816.3

Total assets $ 8.131.6°

$ 77595

S
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CONSOLIDATED BALANCE SHEETS - Owens-Brockway- Packagmg, Inc. (contmued) 3
Dollars in millions 1
December 31, 2006 : —2005
Llahlhtles and Net Parent [nvestment ey
Current liabilities: et iaamTd
Short-term loans : : s , od 4128 8 :.:26.3
‘Accounts payable including amount to related P T
parties of $23.8 ($2.2 in 2005) . R Cs,, -.8833.., 7656
Salaries and wages S e *irea 1398 ~+141.1
U.S. and foreign income taxes WSt o Y -138;4‘ Al .*.'_*1‘07.8 -
Other accrued liabilities ' 2245 .,253.3
Long-term debt due within one year 24.4 . 252 0
Total current liabilities - ' .1,823.2 . l 546 1
External long-term debt 3,956.6 3 958 6
Deferred taxes 1538° Hzﬁsz 9
Other liabilities .- - o 1081 e e 7413
Mlnorlty share owners mterests . 207.2+%: " 141820
TR L RLNCE e P A
Net Parent investment: K oo Ee ‘ ._:\i -
* Investment-by and advances from Parent -- = - -«- == =~ seme e - 98T - +313.9
‘Accumulated other comprehensive loss ¢+(4.5)-. -+ (215.3)
Total net Parent investment * - 1,282.7 . 1,098.6
Total liabilities and net Parent investment 78 81316 $ 7,759.5
Y N 1 1 L P RPN .
- Sée accompanymg Notes to the Consolldated Financial Statements el
b ELER U SRR ATt
g £yt e :.‘ i L0 L aetT . e rf'";‘p,a‘;;
: RS - . _ LT
PR e e e e M G e
N — - . - BT VOOt S S T2 R AT I DL
. S, e N o | R,
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CONSOLIDATED NET PARENT lNVESTMENT
Dollars in millions ) . .

Owens-Brockwéy Packagmg, Inc.

Years ended December 31 Co ' o T 2006 2005 S " 2004
lnvestinent by and'advance_'-s to Parent ' . ,«e .
Balance at beginning of year . ., = - 1,313.9 $ 20206 $ 9970
Net intercompany transactions ., (171.7) - (484.3), \ 736.0
Net earnings, : 151.0 (222.4) - 2876
Balance at end of year ) 1,2872° 1,313.9 2,020.6
Accumulated other comprehensive loss T . , i T
Balance at beginning of year o ©(2153),.w ) 67.9. . (198.3)
Foreign currency translation adjustments” 2849 (290.5). . 2948
- Change in minimum pension lLiability, net of tax 22,6 (7.2) (27.5)
" Adjustment to mltlally apply FAS No. 158, net of tax (47.4) ) _ o
Change in fair value of certam derwatlve instruments, net of tax (493) - -~ 145 (LY
* Balanceatend of year. o, (4.5) - (215 3) © 679
Total net Parent investment 1,282.7 '$ 0986 ~ § 2,088.5
Total comprehensive inconie (Ioss). G ‘ . . ‘
Net earnings (loss) - . 15100 . $ : (2224) § 2876
Foreign currency translation adjustments 2849 = . (290.5) - 2948
Change in minimum pension liability, net of tax _ 26 . (12) . (27.5)
'Change in fair value of certain'derivative instruments, net of tax (493) 7t 145 Lo
Total comprehensive income (loss)” . -409.2° $ «(5056) % 3538
*- . See accompanying Notes to the Consolidated Financial Statements Ve ]
oo, ) : : D
,,,,,,,, e s 2T - e e

R T
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CONSOLIDATED CASH FLOWS Owcns—Brockway Packagmg, Inc. ,_

Dollars in millions o : ) ) :
' Years ended December 31, _ L 2006 2005 2004
Operating activities: . . . .. . ) .
Net earnings (loss) ' ‘ o $ 151.0 3 (2224) % 2876
Non-cash charges (credits): ' . oo e
Depreciation : © T 4265 7 43137 3840
_ Amortization of deferred costs I 32.6 C e 3547 35.2
e Deferred tax provision (credit) - 254 @D, . 11.4
" Reverse non-U.S. deferred tax valuatlon allowance net of - S AL e : -
. restructuring charges ~ © || ot T 1Y) T, T
. . Goodwill impaimment i R 14940
Curtailment of postretirement benefits in The Netherlands oo (159) o '
Restructuring costs. and writeoffs of certain , o - -"
assets _ » oL ' C 218
Gains on asset sales - L T Y ¢ - ) . (516) -
Other - ‘ -+ 207 «{6.4) (70.0y -,
. ‘Change in non-current operating assets . . Lo, aoy o (14.6) . 129
Change in non-currént liabilities L . Lo (A L L (58T Lo (10.0).
Changg in components of working capital . ) ©(221.7) . 809 . . “181.6
" Cash provided by operating activities o, St TIR2 708.3 781.0
_Investing activities: _ ' . o N o oo -
Additions to property, plant and equipment  ~ B T 27L5) (366.2) (407.6)'
Acquisitions, net of cash acqulred ! . . ' . -(11.6) - « (630.3) ¢
Collections on accounts receivable arising from consolidation . -
A% of receivables securitization program ' . 1273 0 507 .
Net cash proceeds from divestitures and other .- 136 L. 2087 . 2578
Cash utilized in investing activities R S(130.6)- - . ~(121.4) - (780.1)
. Financing activities: .- ' oo P e BV
| . . Additions to long-term debt " * -~ ' ' 1,206.5 o 537157 2,114.6
| ' - Repayments: of long-term debt PO o (1,34] 7} . {617.1) (2,611.1)
- ' Increase (decrease) in short-term loans . ., 1589 11.5 (23.2)
' - Net change in intercompany debt . . (266.9) - (414.2) 675.8
¢ Net payments for hedging activity - . R (X (98.0) *(25.9)
Payment of finance fees © ' : " (12.3) )] < (34.4)
Cash provided by (utilized in) financing activities Lt (262.3) (581.3) 95.8
Effect of exchange rate fluctuations on cash S 12.6 (13.3) 43
Increase (decrease) in cash ) T T ) @n . . 0D 1010
Cash at beginning of year 2439 7 2516 150.6
Cash at end of year . . : § .. 2418 $ 2439, % 251.6

o

‘See Accompanying Notes to Consolidated Financial Statements.
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Owens-Brockway Packaging, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Tabular data dollars in mllllons '
1. Significant Accounting Policies : : I . -

- . N
’ v

Basis of Consolidated Statements The consolidated financial statements of Owens-Brockway
Packaging, Inc. (“Company”) includeé the accounts of its subsidiaries. Newly acqunred sub31d|ar1es have
been included in the consolidated financial statements from dates of acqulsltlon | :
Certain amounts included in the Consolidated Statement of Cash Flows for the year ended December 31,
2005 have been reclassified'to conform to the 2006 presentation. These amounts, which relate to receipts
from customers in payment of the accounts receivable in the European accounts receivable securitization
program at the date of its consolidation, have been reclassified from operating activities to investing
activities. See Note 5 for-additional information. While this reclassification had no effect on total cash
flows, cash provided by operations and cash utilized in investing activities both decreased by $50.7
million. Net earnings and net parent investment were not affected by this reclassification. -~ .-
et ' . N LI : Y
The Company uses the equity method of accounting for investments in which it has a significant
ownership interest, generally 20% to 50%. Other investments are accounted for at cost.

Relationship w1th Owens—lllmms Group, [nc and Owens—lllmms, lnc. The Company is a :
wholly-owned subsidiary of Owens-Hlinois Group, Inc. ("OI Group”) and an indirect subsidiary of Owens-
Illinois, Inc. (*OI Inc.™). Although OI Inc. does not conduct any operations, it has substantial obligations
related to outstanding indebtedness, dividends for preferred stock and asbestos-related payments. OI Inc.
relies primarily on distributions ﬁom its dlrect and indirect sub31dlar|es to meet these obhgatlons x
For federal and certam state income tax purposes, the taxable income of the Company is included in the
consolidated tax returns of Ol Inc. and income taxes are allocated to the Company on a basis consistent
with separate returns. : : : : L.
Nature of Operations The.Company is a leading manufacturer of glass container products. The . .
Company’s principal product lines in the Glass Containers product segment are glass containers for the-
food and beverage industries. The Company has glass container operations located in 22 countries. The
principal markets and operations for the Company 8 glass products are in North Amenca Europe South
America, and.Australia. . : ST
Use of Estimates The preparation of financial statements in conformity with accounting principles - -
generally accepted in the United States requires management of the Company to make estimates and
assumptions that affect certain amounts reported in the financial statements and accom‘panying notes.
Actual results may differ from those estimates, at which time the Company would revise its esnmates i
accordingly. i : g ‘

Cash The Company defines “cash” as cash and time deposits with maturities of three months or less . -
when purchased. Outstanding checks in excess of funds on deposit areincluded in accounts payable. .

Fair Values of Financial Instruments The carrying amounts reported for cash, short-term investments -
and short-term loans approximate fair value. In addition, carrying amounts approximate fair value for -
certain long-term debt obligations subject to frequently redetermined interest rates. Fair values for the
Company’s significant fixed rate debt obligations are generally based on published market quotations.
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'lntanglble Assets and Other Long—Lwed Assets Intanglble assets are amomzed over.the expected

Owens-Brockway Packaging; Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

LN

Derivative Instruments The Company uses currency swaps, interest rate swaps, options, and .
commodity futures contracts to manage risks generally associated with foreign exchange rate, mterest rate
and commodity market voiatility. Derivative financial instruments are included on the balance sheet at
fair value. -Whenever possible, derivative instruments are.designated as and are effective as hedges, in
accordance with accounting principles.generally accepted in the United States. If the underlying.-hedged-
transaction ceases to exist, all changes in fair value of the related derivatives that have not been settled are
recognized in:current earnings. The Company does not enter into derivative financial instruments for -.
trading purposes and-is not a party to leveraged derivatives. In accordance with. FAS No. 104, cash flows
from fair value hedges of debt and short-term forward exchange contracts are classified as a financing:
activity. Cash flows of currency swaps, interest rate swaps, and commodity futures contracts are - -

_classnﬁed as operating activities, See Note 9 for additional mformatmn related to derivative instruments.

REPEEE A YRR PR .'.-:-' v [V
Inventory Valuation: The Company values most U.s. mventones at'the lower of last-m first-out (LIFO)
cost or market. Other inventories are valued at the lower of standard costs (which approx1mate average
costs)ormarketf!f AN Bt ne e e
. ' ! . - [ ' ' SR \

Goodwill Goodwill represents the excess of cost over fair value of assets of businesses acquired.
Goodwill is evaluated- annual]y, as of October 1, for lmpalrment or more frequently if an impairment. .
indicator exists.. - -7 i o Vot Coe N

1 - .".- o, . V ‘. Ry NI ey oy, !‘:
useful life of the asset. The Company evaluates therecoverability of intangible assets and other long-
lived assets based on undiscounted projected cash flows, excluding interest and taxes, when factors
1nd1cate that 1mpalrment may ex1st If impairment exists, the asset is written down to fair value

Rl A st e P P R T

Property, Plant and Equlpment Property, plant and equ1pment (“PP&E”) is carried:at cost and
includes expenditures for new facilities and equipment and those costs which substantially increase the
useful lives or capacity .of existing. PP&E: In general, depreciation is computed-using the straight-line
method and recorded over the estimated useful life of the asset. Factory machinery.and equipment is -
depreciated.over periods ranging from 5-to 25, years with the majority of such assets (principally. glass- .

melting furnaces and molding machines) depreciated over 7-15 years. Buildings and building equipment .

"are depreciated over periods ranging from 10 to 50 years. Maintenance and repairs are-expensed as .-

incurred. Costs assigned to PP&E of acqmred businesses are based on estlmated fair values at the date of
acquisition. . o e . ‘ c B L M
. ' K . ; QoL T . Lo : L P
Revenue Recognition The Company!recognizes sales, net of estimated discounts and allowances; when
the title to the products and risk of loss are transferred to customers. Provisions for rebates to customers
are provided in the same period that the related sales are recorded. ‘ :

Shlppmg and Handling Costs Shipping and handling costs are included with. manufacturmg, shlppmg,

and delivery costs in:the Consolidated Statements of Operations.

Income Taxes on Undistributed Earnmgs In general, the Company plans to continue.to reinvest the ~
undistributed earnings of foreign subsidiaries and foreign corporate joint ventures accounted for by the . .
equity method: . Accordingly, taxes are provided only on that amount of undlstrlbuted earnings m €XCess,

[ v

ofplanned‘remvestments DRI , weL et N

Foreign Currency Translation The assets and liabilities of most subsidiaries and associates are

translated at current exchange rates and any related translation adjustments are recorded directly in net
Parent investment, ;
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Owens-Brockway. Packaging, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Accounts Receivable Receivables are stated at amounts estimated by management toibe the net
realizable value. The Company charges off-accounts receivable when it becomes apparent based upon , -
age or customer circumstances that amounts will-not be collected. . . L. )

Allowance for Doubtful Accounts The allowance for doubtful accounts is established through charges
to the provision for bad debts:- The Company.evaluates the adequacy of the allowance for doubtful ;
accounts on a periodic Jbasis.. The evaluation includes historical trends in collections and write-offs,"
management’s judgment of the probability of.collecting accounts and management’s, evaluatton of .
business risk. . :

New Accounting Standards In July 2006, the Financial Accounting Standards Board issued Co
Interpretation No. 48 (“FIN 48™), “Accounting for Uncertainty-in Income Taxes”. This interpretation was
issued to clarify the accounting for uncertainty in income taxes recognized in an enterprise’s financial
- statements in accordance.with FAS No. 109, “Accounting for Income Taxes”. FIN;48 defines criteria that
an individual tax: position must meet for any part of the benefit of that position to be recognized in an’
enterprise’s-financial statements and also,iricludes requirements for measuring the amount of the benefit .
10 be recognized in the financial statements. FIN 48 is effective for fiscal years beginning after December
15, 2006, therefore the Company will adopt its provisions effectlve as of January 1,2007. The COmpany
has not yet'determined the impact of adopting FIN 48 : .

. .t-_.-f . "} : P o Sy
In September 2006 the Financial Accountmg Standards Board issued Statement of Financial Accountmg
Standards No. 157 (“FAS No. 157”), “Fair Value Measurements”. FAS No. 157 defines fair value, , .
establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. FAS No. 157 applies under other accounting
pronouncements that require or permit fair value measurements. The statement does not require any new
fair value measurements. -The statement is effective for fiscal years beginning. after November 15, 2007. .
Adoption of FAS No. 157 is not expected to have a material impact on the Company’s results of. . g
operations or financial position. - - ., e e PR

1

- o . . e :
In Febt:uaryAZQO?, the Financial Accounting Standards Board issued Statement of Financial Accounting, .
Standards No. 159 (“FAS No. 159”), “Fair Value Option for Financial Assets and Financial Liabilities —;
lncludmg an amendment of FASB Statement No. 115”. FAS No. 159 permits entities to choose to
measure many financial instruments-and certain other items.at fair value. The statement is effective, for .
fiscal years beginning after November 15, 2007. Adoption of FAS No. 159 is not expécted to have a
material impact on the Company’s results of operatlons or financial posmon - Ce e,
Pamclpatmn in Ol Inc. Stock Opt:on Plans and Other Stock Based Compensation The Company
participates in the equity compensation plans of Ol Inc. under which employees of the Company maylbe
granted options to purchase common shares of Ol Inc., restricted common shares of OI Inc., or restricted '
share units of OI Inc.

Stock Options

For OpthIlS ‘granted prior to March 22, 2005 no options may be exercised in whole or in part during the ‘
first year after thé date granted In general subject to accelerated exercisability provisions related to the
perfonnance of OI lno s‘cominon stock or change of control, 50% of the optioris become exercisable on
the fifth anmversary ' of the date of the optlon grant ‘with the remalmng 50% becomtng exerc1sable on the
sixth anniversary date of the' option grant. In general options expire followmg terrnmatton of '
employment or the day after the tenth annlversary date of the opt:on grant B

i .
T L L
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0wens-Brockway Packaging, Inc
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued)

P

For options granted after March 21, 20()5 no options may be exermsed in whole or int part: -during the ﬁrst
year after the date granted. ‘In generai subject to change in control, these options become exercisable -

+ 25% per year beginning on the first anniversary. In general, 0pt1ons exp1re following termination of
employment or the seventh anmversary of the optlon grant

The farr value of optlons granted before March 22 2005, is amortrzed ratably over ﬁve years or a shorter
period if the grant becomes subject to accelerated exercisability provisions related to the performance of
OI Inc.’s common stock. The fair'value of options granted after March 21, 2005 is amortizéd over the
vesting perrods which range from one to four years. : -

Resfricfed Shares

Shares granted to employees prior to March 22 2005, generally vest after three years or upon-retirement,
whichever is later:*Shares granted after March 21, 2005, vest 25% per year beginning-on the first
anmiversary and unvested shares are forfeited upon termination of émployment. Shares granted to
directorsvest'on the third. anniversary of the share grant or the: end of the director’s then current term on
the board whlchever is later. '

1

The fair value of the shares is equal to the market price of the shares on the date of the grant. The fair -
value of restricted shares granted before March 22, 2005, is amortized ratably over the vesting period.
The fair value 'of restricted shares granted after March 21 2005 is amortized over the vesting periods
which range from one to four years.

)
T , g

Performance Vested Resfrtcted Share Units

-Restrlcted ‘share units vest on January 1 of the th1rd year followmg the year in whlch they are granted
Holders of vested units recéive 0.5 to 1.5 shares of Ol Inc.’s common stock for each unit, depending upon
the attainment of consolidated performance goals established by the Compensation Committee of OI
Inc.’s Board of Directors. if minimum goals are not met, no shares will be issued. Granted but unvested
restricted share un1ts are forfelted upon termination of employment, unless certain retlrement cntena are:
met. : . o :

The fair value of each restricted share unit is equal to the product of the fair value of Ol Inc.’s common
stock on the'date of grant and the estimated number of shares into which the restricted share unit will be
converted. The fair value of restricted share units is amortized ratably over the vesting period. Should

the estimated number of shares into which the restricted share unit will be converted change, an
ad_lustment will be recorded to recognlze the accumulated dlfference in amortization between the revised .
and previous estimates. . i

Accounting

Prior to January 1, 2006, OI Inc. accounted: for these equity compensation plans under the recognition and
measurement provisions of Accounting Principles Board (APB) Opinion No.25, "Accounting for Stock
Issued to Employees”, and related interpretations, as permitted by FAS No. 123, “Accountmg for Stock-
Based Compensation” (FAS No. 123). As such, compensation cost for stock options was not recognlzed '
in the Consolidated Results of Operations since all stock options granted had an exercise price equal to
the market value of the underlying common stock on the date of the grant. Prior to January 1, 2006,

* compensation cost was recognized for restricted shares and restricted share units. Effective January 1,
2006, OI Inc. adopted the fair value.recognition provisions of FAS No. 123 (R), “Share-Based Payment”
(FAS No. 123R), using the modified-prospective method. Under this method, compensation cost
recognized after January 1, 2006 includes: (1) compensation cost for all share-based payments granted
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Owens-Brockway Packaging, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued)

through December 31, 2005, but for which the requisite service period had not been completed as of
December 31, 2005, based on the grant date fair. value estimated in accordance with the original
provisions of FAS No.123, and (2) compensatlon cost for share-based payments granted subsequent to
December 31, 2005, based on the grant date fair value estimated in accordance with the provisions of
FAS No. 123R. \ '

As discussed in Not__e 12, costs incurred under these plans by OI Inc. related to stock-based compenéétioh
awards granted directly to the Company's employees are included in the allocable costs charged to the -
Company and other operating subsidiaries of Ol Inc. on an intercompany basis. —

2. Changes in Components of Workmg Capital Related to Operations Changes i in the components of
working capital related to operations (net of the effects related to acquxsitlons and divestilures) were as
follows (the 2005 receivables amount has been adjusted to conform to the 2006 presentation in rclatlon to
the European accounts receivable securitization program);

2006 L 2005- 2004°

Decrease (increase) in current assets: . ) - ' T’
Receivables ‘ ' : § (1739 $ (689 S 75.7
Inventories (36.8) ' 581 83.8
Prepaid expenses 24 4.n 324

Increase (decrease) in current liabilities: N
Accounts payable and accrued liabilities - (28.1) 324 36.1
Salaries and wages (13.8) (2.8 (0.9).
U.S. and foreign income taxes 28.5 66.8 (45.5)

$ (221.7) $ 80.9 3 181.6

s

3. Inventories Major classes of inventory are as follows:

- 2006 2005
Finished goods ' . $ 8250 § 7485
Work in process . . . 1.7 _ 3.5
Raw materials o ' . 03.% 74.9
Operating supplies 66.8 62.3
3 993.3 3 889.2

If‘the inventories whiéh-are'\{alued on the LIFO method had been valued at standard costs, which
approximate current costs, consolidated inventories would be higher than reported by $20.8 million and
$20.9 million, at December 31, 2006 and 2005, respectively. '

Inventories which are valued at the lower of standard costs (which approximate average costs), or market
at December 31, 2006 and 2005 were approximately $859.3 million and $775.6 million, respectively.
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Owens-Brockway Packaging, Inc. _
NOTES TO CONSOLIDATED.FINANCIAL STATEMENTS - (Continued)

4. Equity Investments' Summarized informationi pertaining:to the Company’s equity associates follows:
L SR o <. 2006 2005 :

EI

.

Atend of year:

Equity in undistributed earnings:
Foreign ' L , $ 20.3 3 19.5
. Domestic : ' ‘ : < 159 . 176
N L L s 362 0§ 311,
' 2006 2005 2004
For the year: T . Lo T ‘.\‘ ‘
Equity in’earnings: o - o E : NIETE
' Foréign ©= " - '$ - 21§ 68 S 15.2
Domestic e ] 13:6% ' 10.9
Total ' S ' $ . 235 $ 204 $ 26.1
Dividends received _ | ) $ 435 3 1.0 . § 12.8
dee
ﬂ .
. - -~ P -~ .t‘.n. 7
¥ -‘f»" { Lb
R ] : vt t )
1 --1"-
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Owens-Brockway Packaging, Inc
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS. - (Continued)

5. External Long;Ten'm Debt "The followtng taole summanaes the external ioné—tenn debt:of the -r_:
Company at December 31, 2006 and 2005:

v SR o BV <2006 - o 512005
Secured Credrt Agreement oL R D T . ..
Revolvmg Credit Facrllty L. ' ) ' R C .'ﬂ B _‘_ -
. Revolving Loans. ,. ..~ .. " o noi 3 452. %, '.'-
TermLoans L , - T Lt
,Term Loan A (292.5, million AUD) LT 2315 ., .. L
Term Loan B : ' 1955 . e
Term Loan C (134.6 million CAD) : 115.9
Term Loan D (€195.5 million) -+~ : T " T 257.4°. . .
Third Amended and Restated:Secured Credit Agreement o S N O A
Term Loans - . EE FREE T RN :' . . KT VIR
Al Term Loan N Co t © e i 2239
BI Térm Loan = - s e ST IR I ) 1.
CI1 Term Loan ' ‘ . 185.6
C2TermLoan ~ '~ - RO ' '/54.9

Accounts receivable secuntlzatron (mcluded in short-term _

loans at Déc. 31, 2006): S L P v
European program L , L : oo o ) ' 231 8
Asna Pacific program’ b e - ( o ’ 80 6

Senior Secured Notes o ' ~, .. ]

8.875%, dug 2009 L B o 850.0 s 1,000.0
7.75%,due 2011 . ) St e gl 4500
8.75%, duc 2012~ © ' - ' o . 6250 e '6250

Senior Notes: . . o

8.25%, due 2013 | L 440.8 436.6
6.75%, due 2014 . Cat , cL. 4000 -y, 4000 It
6.75%, due 2014 ( 225 mrlllon) .. . R 2962 . . 2670 -

Senior Subordinated Notes: .~ - - N . : T . ok ot

9.25%, due 2009 . [ A K A
Other 73.5 33.9

x o S SR © 39810 .0 b d210.66

Less amounts due withinone year * . ° " U 244 oo 252000
External long-term debt L o i § 39566 ' $ 39586

; . ' . ST
L t . (L o [P

On June 14, 2006, the Company s sub51d1ary borrowers entered into the Secured Credlt Agreement (the
“Agreement”) Procéeds from the Agreement were used to repay all outstandmg amounts urider the™
previous credit agreement. At December 31, 2006, the Agreement included a $900.0 million revolvmg

- credit facility, a 292.5 million Australian dollar term loan and a 134.6 million Canadian dollar term loan,
each of whichi has a final maturity date of June 15, 2012”1t also included a $195.5 million term loan and @
€195.5 million term loan ‘each of which have a final maturrty date of June 14, 2013. The Agreement also
permits the Company, at its option, to refinance certain of its outstandmg notes and debentures prior to *
their scheduled maturity. The Company recorded $10.2 million of additional interest charges for the .
write-off of unamortlzed ﬁnance fees ‘related to the early repayment of the prev1ous credlt agreement

L

]
B . . o ok P . ‘ . S e [ P . PRI
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At December 31, 2006 the Company’s sub31dlary borrowers had unused credlt of $765 & million available
under the Agreement . .

The interest rate on borrowings under the Revolving Credit Facility is, at the Company’s option, the Base
Rate or the Adjusted Eurodollar rate. The interest rate on borrowings under the Revolving Credit Facility
also includes a margin linked to the Company’s Consolidated Leverage Ratio, as defined in the
Agreement. The margin is limited to ranges of 1.125% to 2.0% for Eurodollar loans and 0.125% to 1.0%
for Base Rate-loans. The weighted average interest rate on borrowings outstanding under the Agreement
at December 31, 2006 was 6.52%. While no compensating balances are required by the Agreement, the
Borrowers must pay a facility fee on the Revolving Credit Facility commitments ranging from 0. 20% to
0.50%.

Borrowings under the Agreement are secured by substantially all of the assets of the Company’s domestic
subsidiaries and certain foreign subsidiaries, which have a book value of approximately-$2.4 billion.
Borrowings are also secured by a pledge of intercompany debt and equity in most of the Company’s
domestic subsidiaries and stock of certain foreign subsidiaries. All borrowings under the agreement are
guaranteed by substantially all domestic subsidiaries of the Company for the term of the Agreement.

The Agreement contains covenants and provisions that, among other things, restrict the ability of the
Company and its subsidiaries to dispose of assets, incur additional indebtedness, prepay other
indebtedness or amend certain debt instruments, pay dividends, create liens on assets, enter into
contingent obligations, enter into sale and leaseback transactions, make investments, loans or advances,
make acquisitions, engage in mergers or consolidations, change the business conducted, engage in certain
transactions with affiliates and otherwise restrict certain corporate activities. In addition, the Agreement
contains financial covenants that require the Company to maintain specified financial ratios and meet
specified tests based upon financial statements of the Company and its subsidiaries on a consolidated
basis, including minimum interest coverage ratios, maximum leverage ratios and specified capital
expenditure tests,

During July of 2006, a subsidiary of the Company used borrowings under the Agreement to repurchase
$150.0 million principal amount of the 8.875% Senior Secured Notes due 2009. During the third quarter,
the Company recorded $7.3 million of additional interest charges for note repurchase premiums and the
related write-off of unamortized finance fees.

Durmg the fourth quarter of 2005, the Company expanded the capacity of its European accounts
receivable securitization program from €200 million to €320 million to include operations in ltaly and the
United Kingdom. The accounts receivable securitization program provides lower costs of financing than
traditional bank debt. The terms of this expansion resulted in changing from off-balance sheet to on-
balance sheet accounting for the program by consolidating both the accounts receivable in the program
and the secured indebtedness of the same amount. Cash inflows related to receipts from customers in
payment of the accounts receivable consolidated at December 13, 2005 have been classified as investing
cash inflows in the accompanying Consolidated Statement of Cash Flows.

Dunng October ‘of 2006, the Company entered into a new €300 million European accounts receivable
securitization program. The new program replaces the previous European program, described in the
precedmg paragraph which was set to, terminate in October 2006.

At December 31, 2006 the European program had a balance of $ 195.0 million, and the Asia Pacific

program had a balance of $84.4 million recorded in short term loans. The iriterest rate on the accounts
. receivable securitization program is a local short term variable rate plus a margin over the variable rate of
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0.70% for the European program and 0. 85% for the Asia Pacnﬁc program: The weighted-average interest
rate on borrowings under the European program was 4.81% at December 31, 2006. The weighted
average interest rate on borrowings under the Asia Pacific program was 7.43% at December 31, 2006.
These programs have maturity dates ranging from January of 2008 through October of 2011.

Annual maturities for all of the Company’s long term debt through 2011 are as follows: 2007, $24.4
mllllon 2008 $9.1 mtlllon 2009, $883.0 million; 2010 $53.7 million; and 2011, $620. l million.
Interest paid in cash, 1nclud1ng note repurchase premlums aggregated $380 0 mllllon for 2006 $365 2
million for 2005, and $434.7 million for 2004:

Fair values at December 31, 2006 of the Company ] 51gmficant fixed rate debt obllgatrons were as
follows -

Principal Amount [ndlcated Fair Value '_ Hedge Value
(millions of Market (milliohs of * (millions of:
dollars) Price dollars) dollars)
Senior Secured Notes: o L : C .
8.875%, due 2009 : _ $ 8500 ‘10252 - 8714 -
7.75%, due 2011 - - 450.0 +103:50 4658~
8.75%, due 2012 R g 625.0 106:25 6641 o W
Senior Notes: - : :
8.25%; due 2013 T 4500 '103.25 4646 - $ ' 4408
6.75%, due 2014 - 4000 - 97.75 391.0
6.75%, due 2014 ( 225 million) 296.2 - 9975 . - 295.5
6. Guarantees of Debt Ol Group and the Company guarantee Ol Inc.’s senior notes and debentures on a ‘

subordinated basis. The falr value of the OI Inc. debt bemg guaranteed was $1,057.5 at December 31,
2006. : :

. x
7. Operating Leases Rent expense attributable to all warehouse, office buildings, and equipment -
operating leases was $75.7 million in 2006, $66.5 million in 2005, and $66.3 million in 2004. Mmrmum
future rentals under operating leases are as follows: 2007, $42.2 million; 2008, $30.3 million; 2009,
$22.9 m11110n 2010, $16.9 million; and 2011, $7.4 million; and 2012 and thereafter, $8.2 million.

8. Forelgn Currency Transactions Aggregate foreign currency exchange gains (losses) included 1 in
other costs and expenses were $(1.0) million in 2006 $2.8 million in 2005, and $(1 4) million in 2004

" 9. Derivative Instruments At December.31, 2006 the Company had the followmg derivative
instruments related to its vanous hedging programs

Hedges of Debt * B
Certain of the Company’s subsidiaries have entered into short term forward exchange contracts which
effectively swap mtexcompany loans to other subsidiaries that are denominated in the ﬁmctlonal currency
of the borrowers. These contracts swap the pnncrpal amount of loans and in some cascs they swap the
related interest.

The Company recogmzes the above denvatlves on the ba]ance sheet at fair value. Accordmgly, the
- changes in the value of the swaps are recogmzed in current eammgs and are expected to substantially
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offset any exchange rate gains or losses on the related nonfunctlonal currency loans For the year ended -
December 31 2006, the amount not offset was not’ matenal o . .o cah
. 1 v

Interest Rate Swaps Des:gnated as Fazr Value Hedges SR TR ‘ - - .

In the fourth quarter of 2003 and the first quarter of 2004, the Company entered-into a series of interest : '
rate swap agreements with a total notional amount of $1.05 billion that mature from 2007 through 2013. -.
The swaps were executed in order to: (i) convert a portion of the senior notes and senior debentures fixed-
rate debt into floating-rate debt; (ii) maintain a capital structure containing appropriate. amounts of fixed
and floating-rate debt; and (iit) reduce net interest payments and expense in the hear-term. :

The Company’s fixed-to-variable interest rate swaps are accounted for as fair value hedges.- Because the -
relevant terms of the swap agreements match the corresponding terms of the notes, there is no hedge
ineffectiveness. Accordingly, the Company recorded the net of the fair market values of the swaps as a
long-term liability along with a corresponding net decrease in the carrying value of the hedged debt.
Under the swaps, the Company receives ﬁxed rate interest amourits (equal to interest.on the ™
corresponding hedged note) and pays interest at a six-month U.S. LIBOR rate (set in arrears) plus a.
margin spread (sec table below). The interest rate differential on each swap is recognized asan .
adjustment of interest expense dunng each six-month period over the term of the agreement.

The following selected information relates to fair value swaps at December 31, 2006 (based ona
projected U.S. LIBOR rate of 5.1515% based on rates at December 31, 2006):

Average PO Asset *
Amount - "Receive = ~ " Average T’ (Liability)
Hedged Rate -~ . Spread - Recorded
B S . o Ty, T e
Ol Inc. public notes swapped by the company through intercompany loans: TR . N
Senior Notes due 2007 3 300.0 ) 8.10% - 45% 8 (1.8)
Senior Notes due 2008 - 250.0 - 1.35% 15% 4.3
Senior Debentures due 2010 250.0 ~7.50% . L 32% . (5.8)
Nofes issued by OBGC: R e T o
Senior Notes due 2013 - 2500 ¢ 8.25% G 3.7% 04 -
+ Total 3 1,050.0 _ 3 213
. .. . B + i ) - " S AR i e 0o - . .
Comtm.f)ditleedges- S oo T "

The Company enters into commodlty futures contracts related to forecasted natural gas fequirements, the
objectives of which are to limit the effects of fluctuations in thé future market price paid for natural gas
and the related volatility in cash flows. The Company continually evaluates the natural gas market with |
respect to its forecasted usage requirements over the next twelve to twenty-four months and penodrcally
enters into commodity futures contracts in order to hedge a portion of its usage requirements over that
period. “At December 31, 2006, the Company had entered into commodlty futures contracts for
approxrmately 57% (approxlmately 13,450,000 MM BTUs) for the full year of 2007 and approx1mately
9% (approxrmate]y 2,160,000 MM BTUs) for the full year of 2008. ' '

4
The Company accounts for the above fumres contracts on the balance sheet at fair value The effective
portion.of changes in the fair value of a denvatlvc that is designated as, and meets thé: requ1red criteria
_ for, a cash flow hedge is recorded i OCI'and feclassified into garnings in the same perlod or periods
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during which the underlying:hedged itein-affects earnings: Any'materialiportion of the change'in the fair - .
value of a derivative designated as a cash flow hedge that is.déemed toibe ineffective is recognized in.  *
current earnings. ... ‘ o ) S

1

. ? b L Cupet .
The above futures coniracts are accounted for.as.cash flow hedges at December 31, 2006.
- t ., o ¢ Xl 3 ¥ i ) 4 ieo
At December 31, 2006, an unrecognized.loss of $32.8 million (pretax and after tax), related tothe
domestic commodity futures contracts, was,included in OCI, which will be reclassified into earnings over
the next twelve months. The ineffectiveness related to these natural gas hedges for the year ended
December 31, 2006 was not material. ” C o .

[ | kS

TV A I R LY Sl

H . o . T

Othe_rHedges e e . S e LV S R
’ 4reT o .

The Cb_ntlpan)‘(’s subsicliaries may enter into short-term forward exchange or option agreements to " g
purchase foreign currencies at set rates in the'future. These agreements are used to limit exposure'to™ " "

fluctuations in foreign currency exchange rates for significant planned purchases of fixed assets or ~ N
commodities that are denominated in currencies other than the subsidiaries’ functional currency.. .
Subsidiaries may also-use forward exchange agreements to offset the foreign currency risk for receivables
and payables not denominated in, or indexed to, their functional currencies. The Company records these.
short-term forward exchange agreements on the balance sheet at fair value and changes in the fair value .

P . P | -

are recognized in current'earnings,, ” " T = : ‘ e e T

===

- T -t . -t RSN -t ot S A - Ly AT - T T - LRS- i i

Balance Sheet Classification ‘

The Company records the fair '\.r'_ai‘l:llé:'s.'(_')f"dér‘iir’étii':e financial instruments on the balance shéet ab foilows: -
(1) receivablés if the fnstrumént has'a positive fair value and ‘maturity within one yéar, (2) deposits, .. "
receivables, and other assets if the insiruttient Has & positive fait value and matirity, after one yéaf, (3) "
accotinits payabléand other acerued liabiliiés if the inistriment has'a negative fair‘value and maturity?” """
within one year, and (4) other Habilities if the instrument has a negative fair value and maturity aftér one’
year. ‘

10. Accumulated Other Comprehenéive Income (Loss) The components of comprehensive income
(lo$$) are:-(a) het earnings (loss); (b) change in fair value of certain derivative instruments; (¢) adjustmeént
of minimum pension liabilities; (d) adjustment to adopt FAS No. 158; and, (e) foreigii currency '+ %
translation adjustments. The net effect of exchange rate fluctuations generally reflects changes in the! -
relative. strength of thé U.S. dollar against major foreign currencies.between the.begitining and end of the

year:. . o . B R R
e .
A ' v -~ M
. - R STt i sl
- ' 3 t
"D : T g0
- P T L R g e Wt et 2 iy W ot o i o - - — . -~ P
r ~ L N
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© The followmg -table lists the begmmng balance, yearly actmty and endmg balance of each component of
“"accumulated other comprehensive income (loss): . o :

. o Chaﬁge in . Changein  Adjustment
M S _ ~ Minimum - Certain 1o initially Total
" NetEffectof  Deferred Tax ~ Pension ~ Derivative ~ apply FAS  Accumulated
Exchange Rate - Effect for Liability *lnstruments . No.158  Comprehensive *
: + Fluctuations Translation  (net of tax) (net oftax) ~ (netoftax) "Income (Loss)-
Balance on Jan. 1, 2004 $ (110.0)° 8§ 215" 8§ (1io0 8) 10§ - % Y1983
2004 Change - . 3035 8.7 446) (1.6) - 2486
Translation effect ‘ ‘ C 2.0 ‘ ' . .90
Tax effect ‘ o 8.1 0.5 . 86
Balance on Dec. 31, 2004 193.5 128 ., (138.3) (0.1) - 7679
2005 Change - (%8 ¢ .. 75 . 53 (277 7)
 Translation effect C L ' (14.8). ) _ , (14.8)
- Tax effect | . b T ) 0,‘}“;“_-',‘ 9.2 . S )
Balance on Dec. 31,2005 - (97.0) . 128 ~ - (145.5) j 14.4 o © v (215.3)
_'2006 Change * 284.9 : - 550 - T (493) -;.'(71 0) *219.6
Translation effect e (17.6) Coe e : {116y
‘Tax effect’ * L os . o . (14.8) . 236 - 88
Balance on Dec. 31,2006 " § L1879 §- 128 8§ (1229 § (349 -3 @14 § * {4.5)

v

_11. Income Taxes Deferred income taxes reﬂect (1) the net tax effects of temporary differences ]

between the carrying amounts of assets and 11ab111t1es for financial reportmg purposes and the. amounts -
used for income tax purposes and (2) carryovers and credits for i income tax purposes. Slgmﬁeant

components of the Company 8 deferred tax assets and 11ab111tles at December 31, 2006 and 2005 areas

follows ‘ W s - f e e s
2006 . 2005
Deferred tax aseets: W Co Tt ‘ R B AU Do
Tax loss carryovers K o s e, -3 289.5. .. 7% . . 2592
Capital loss carryovers ] v : _ Sed . 44 . 303
. Accrued postretirement benefits | R P 234 .7 ., . 19.8
Qther, principally accrued liabilities CT S _ 239.0. - . 212.7
Total deferred tax assets ' : _ T 586.3 L5220
Deferred tax liabilities: - N ) . - . ‘
Property, plant and eqmpment ' . AP S, 2429 77 2042
* Inventory . ' ‘ e 218 - . 276
Other __ _ R 64.7 . .. 756
Total deferred tax liabilities Lol 3204 . 4, 3074
Valuation allowance ‘ L ) - (264.9) o (349.7)
"+ Net deferred tax liabilities T o 8 8MH ~ $ ~ (1351
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Deferred taxes are 1ncluded in the Consohdated ‘Balance Sheets at December 31, 2006. and 2005 as

follows:
. 2006 . 2005
Prepard expenses . : o ) A ST 157 LTS 137
- Deposits, receivables, and other assets - - . 130.1; = ° 194.1
Deferred taxes - (153.8) - (232.9)

Net deferred tax Habilities = o s @0 §° (i351)
" The provision for income taxes consists of the following: N v
2006 172005 2004

Current; 1 . i L v

~U.S. Federal” N : 3 -8 s
State L b o3 03 - e 02
Foreign o v - 1131 1334 . . - 975

C R 113.4 1337 t 977

Deferred: |, = ' o . '

" US.Federal S ) 1297 - .17 185
State : R _ (3.6) - "8.0 131
Foreign - o l 16.1 - -(128) = (202) -

R T <) B
U.S. Federal - S BT 129 - L7 0 185
State ’ 3 ‘ 33 83 - <33
Foreign . . . . <1292 C 1206 . 713

8 1388, - ST 1306 § . 1094

The provision for i mcome taxes was calculated based on the followmg components of earnmgs (loss)
beforemcometaxes L ST CoL . v
L 2006° 2005 o _2004

(119.) - $. r(Q07) " §e #2535

.Domestic ) 3 . $
4526 L (35 4044

Foreign

Co cT i $. .. 3335 $ (359 8. 4297
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Fl

Income taxes paid (recelved) in cash were as follows: - "o 1o n i i LA T

‘ 2006 2005 2004

. Domestic ) % (0.4)‘ T8 -8 0.2
- Foreign ... - .« e s mvien s ameme 1268l 11294 .- .. L .95.8

$ 1264 § 1129 87960

A reconcxllatlon of the” provxslon for income taxes based on the statutory U.S. "Federal tax rate of 35% to '
the prov151on for income taxes is as follows: crnelo

- anar P y . = v
- SR . = . I - SR G SRR

2006 : 2005 2004
. Tax provision (benefit) on prE:ta:g earnings (loss} at statutory teoemoan o R . ' Lo
U.S. Federal tax rate . . $ 1167 . $ (196) $ 1504
Increase (decrease) in prov1510n for income taxes i ' . '
due to: P Gt e me et - C rrmw e e n o e s - e
Valuation allowance - U.S. T 465 - 70 D
‘Reversal of non-U.S. tax valuation allowance . L34 . Thwm oo
" Refstructuring charges . S 212 B 2ibe
Goodwill impairment . o L 172.9 IR
State taxes, net of federal benefit’ "7 T VT 0T T (03T UTTTTE T T 36T
Rate differences onnon-US. eamings . 1. _ - (07 _ _, (25)__. _..(46)._.
Australian tax consolidation B 7 (2.8) (33.1) ¢
Adjustment for non-U.S. tax law changes (1.6 (7.1) N L
Other items e ‘ 17 0.2 28
Provision for income taxes - s mem = e e § '~--A]38'.-8'-- o §m 1306~ - -§----109.1 - ~

The' Company is mcluded in Ol Inc.’s consohdated tax returns. O Inc has tiet operating 1085€s, capltal o
losses, alternative minimum tax credits, and research and development eredlts available to offset ; future
uU.s. Federal income tax. -

. et
At December 31, 2006 the Company’s equity in- the undistributed earnings of-foreign sub51d1ar1es forw —
which income taxes had. not been provided approximated $1,747.4 million. It is not practicable to
est1matc the U S and fore1gn taX’ wh1ch would be’ payable should these earmngs Cbedisttibuted. ™" T

i ‘-'v-,-'i N T A e o e O P Y ""l T n
12, Related Party Transactions Charges for adm1n1strat1ve SEIVICes are allocated 1o the. Company by
OI Inc. based on an annual utilization level. Such services include compensation and benefits
admmlstranon payroll procéssing, use.of certain general. accountmg systems,.auditing,.income tax... . -.

_planning and Compllance and treasury services. , - ; _ e Gt e

© oy : Co
All_ocated-(:osts also include charges associated with-Ol Inc.’s-equity-compensation plans.- A substantial
number of the options, restricted shares and restricted share units granted under these plans have been
granted to key employees of another subsidiary’of Ol'Inc., soitie of whose compensation costs; including >

‘stock-based compensation, are included in an allocation, of CcOsts to all operatmg subsidiaries of Ol Inc.,
including the Company.

Management believes that such transactions are on terms no less favorable to the. Compa.ny than those that
. could be obtained from unaffiliated third parties.
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The following information summarizes the Company’s significant related party transactions:
P . W, ' oo . . . . LA .

e v
A L LE . - 1

Years ended December 31,

e 2006 2005 2004 .
Revenues: EUVE . T —
Sales to affiliated companies § - 05 $ 07 .$§ 47
Expenses: ' : i
Administrative services o 25.5 19.9 15.6
. 1 Cotporate management fee S e e o270 234 . 180
Total expenses  * -« $ 52.6 $ - 433 $ 33.6
-t e . ) s
The above expenses-are recorded in the statement of operations as follows: ,
T . - . Years ended December 31,. .
2006 2005 2004 -
Cost of sales - - s 26 0§ 177 8 137
Selling,-general,and - o -mcwe o e e e e . S o o
~ adminstrative expenses - _ - 300 - 256 . 19.9
‘Total expensés- -+ =+ e . . =g 526 $ - 433~ § 33.6

1
H

Intercompany interest is charged to the Company from OI Inc. based on intercompany debt balarices. An
interest rate is calculated monthly based on OI Inc’s total consolidated monthly external debt balance and
the related interest expense, including finance fee amortization and commitment fees. The calculated rate
(8.9% at December 31,72006) is applicd monthly to th€'intércompany debt balance to determine o

intercompany interest expense.

13. Pension.Benefit Plans The Company participates in Ol Inc.’s defined benéfit pension plans for '
substant‘i'élly' all employees located in the United States. Benefits generally are based on compensation
for salaried employees and on length of service for hourly employees. Ol Inc.’s policy is to'fund pension
plans such that sufficient assets will be available to. meet future benefit requirements. Independent
actuaries determine pension costs for each subsidiary of Ol Inc. included in the plans; however,
accumulated benefit obligation information and plan assets pertaining to each subsidiary have not been
separately detérminéd. As such, the accumulatéd bénefit obligation and the pldn asséts relatéd to the -
pension plans for domestic employees have been retained by another subsidiary of Ol Inc. “Net credits to
results of operations for the Company’s allocated portion of the domestic pension costs amounted to-$7.7
million in 2006, $21.5 million in 2005, and $20.8 million in 2004. =~ T
OI Inc. also sponsors several defined contribution plans for all salaried and hourly U:S. employees of the
Company. Participation is voluntary and participants’ contributions are based on their compensation. Ol
Inc. matches coniributions of participants, up to various limits, in substantially all plans. Ol Inc. charges
the Company for its share of the match. The Company’s share of the contributions to these plans
amounted to $5.5 million in 2006, $5.2 million in 2005, and $4.9 million in 2004.

The Company’s subsidiaries in the United Kingdom, the Netherlands, Canada, Australia, Germany and
France also have pension plans covering substantially all employees. The following tables relate to the
Company’s principal defined benefit pension plans in the United Kingdom, the Netherlands, Canada,
Australia, Germany and France (the International Pension Plans).

The International Pension Plans use a December 31 measurement date.
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3
Pl

The changes in the.Intémgtional'Pension Plans berfeﬁ_t obligations for the year were a'é follou;s:

, o _. 2006 - 2005
Obligations at beginning of year 8 1,447.7 .$ 1,417.3
Change in benefit obligations: B - T T -

" Service cost S b : 281 . . . 230
Interest cost Co : : 69.1 : . . 68.4
Actuarial (gain) loss, mcludmg the effect of change in discount rates {73.8): - . 1187 .
Participant contrlbutlons _ : A . 10.0 e 94
Bénefit payments - o : o (70.7 - (654)
Plan amendments - S S n 1D T
Foreign currency translatlon . s . 137.2 ' (123.7)
Other * - N s ) : - 40 -

Net increase in benefit obligations o . ' 967 304

Obligations at end of y'g:a;r I . e $ 1;5444 -7 $§ 1,447.7

e

- The changes in the fair value of the International Pension Plans’ assets for the year were as follows:

I | o s -17.."2005
Fair value at beginning of year ~ * T 8 106867 S 10085
Change in fair value: . o . - ; L
Actual gain on plan assets AP .. T, 162 pe
Benefit payments . . , TR ) B o (65 4)
Employer contributions . S ‘ P C L 658 . 394
Participant contributions _ e, S0 94 .
Foreign currency translation . : 21026 (854) .
Net inéye_gséinfai'r;valﬁ;;of assets . T ’ .. 1847 601
Fairvalueatendofyer 0 7T $ 12533 8. 10684
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The fundedstatusof the Inteqnatm_nal Pensupn Plans at year end was as follows: o
2006 - 2005 -
. Plaassetsat fairvale A $ 12533 10686
. Projected benefit obligltions _ oL , 1,544.4 . 14477 _
Planassets lessthanpro_}ected beneﬁt obllgltlons S (291.1) : (379. 1) .. |
Itcrmndyetrecogmzedmpensmnexpense : o _ ' L :
Actuarial loss _ i : 2442 - 2825,

Priorservicecost .o : 92, - 140

2350 ¢ - 22965 ¢

Netarmmnrecogmzed RS - $ 66D S &6

%

The net amount recognized is mcluded in the Consohdated Balance Sheets at December 31 2006 and' '
2005 as follows:

i _ L 2006 1 2005
Prepaid pension - - . - - % 317 - §- 171
- Current pension liability, mcluded wnh Other accrued 11ab1ht1es - (1
. Noncurrent pensmn liability, included with Pension benefits . . - (3151} , . (163.2)
" Additional minimum pension llablhty included with Other liabilities - - (143.7)
Intangible asset, included with Deposits and other assets ‘ A 94
Accumulated other cornprehensive income _ X R A oo 1978
Net amount recognized ~ * ' $ (561§ (826)

The accumulated benefit obhgat:on for all defined benefit pension plans was $1 393.2 mllhon and ."“
$1, 288 3 million at December 31, 2006 and 2005, respectively. . i

¥
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

The components of the International Pension Plans’ net pension expense,were as follows: . ,;

| _ | 2006 2005 . 2004
Servicecost PR B o.0% . 281 % ..230 .8, 203
-+ Interest cost o ' - 691 684 ., . 570
Expected asset return ‘ I I N ¢2) 0) -, 623
Amortization: o : - ' oo S
- Prior service cost ' HE 02 T4 07 i 16
Los LS8 e
Nefamortization 160 104 795
Net expense: = - -- : I $- - 317--8% -268 - § 243

[}

- - i - P R L - . - -

Amounts that will be amortlzed from accumulated other comprehenswe Income into’ net pensmn expense
during 2007: '

?-‘?". S _."‘ 4 o v . R . -
‘Amoni_iettlon: . ‘
Loss . . $ 111
Prior service cost - - - , : 0.1)
Net amortization _ ' : ' T R S8 110

s

- The following information is for plans with pI’O_]ECted benefit obhgatlons it excess of the' falr value of =

'plan assets at year end: e _ A
-*( ® .. : e, . -7 - > .
| , 2006 2005
Projected benefit obligations T s L0654 ST153
Fait value of plan assets . . , . .. e Y426 9612
Pt T R A

The fo]lowmg 1nformat10n is for plans w1th accumulated beneﬁt obllganons in excess of the fair value of
plan assets at year end:

| | 2006 12005
Accumulated benefit obligations : - 5 1,0654 $ 8763

Fair value of plan assets _ 9627 © 621.5
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NOTES TO CONSOLIDATED FINANGIAL STATEMENTS .- (Conltiniied) -

h
The wéighted'avérage_zxséumf)tidﬁé'used' to determine benéfit obligations'weré as follows: % 7+ ruk
TR | T 2006 . 2005
Discountrate'~ . < . o 492%  457%
Rate of compensation increase : I 3.34% L 3.78%
. C.o y . N PR
The weighted average assumptions used to determine net periodic pension costs were as follows: .. .. -
y 2006, 2005 " 2004
Discount rate RS 4 - ‘457% . 5.15%" ¢ 5.68%
Rate of compensation increase o SR CTOU3IR% Y T 341% T, T3.86%
Expected long-term ratg of return on assets - T 715% J15% 0 135%
oot -;‘.‘ ‘!_J . . i'.;A '3“,!‘, ,Iﬁ:"f &."_ o .

LN - .A‘F.l

Future benefits are'assumed to increase in a manner consistént with' past experience of thé plans, '\’ifhiéh,' 3
to the extent benefits are based-on compensation, includes assumed salary increases as presented above. -
Amortization included in net pension expense is based on the average remaining service of employees. - .

- - h
v ot

STV S VL T S B LAY BN T
As of December 31, 2006, thé Company adjusted the minimum pension liability for the pension plan in
the United:Kingdom from the minimum liabilities recorded in 2002, 2003, 2004 and 2005. ,Pursuant to .-
this requirement, the Company decreased the minimum pension liability by $38.5 million‘and decreased:
accumulated other comprehensive loss by $38.5 million. ;.. - « rndio ape Lo g '
As of December 31, 2006, the Company adjusted the minimum pension liability for_the pension-—p},an_in‘
Canada from the minimum liabilities recorded:in 2002, 2003.and 2004.. Pursuant to this reqdiremen_t,"thq;,
Company decreased the minimum pension liability by $9.7 million and decreased accuriulated other -
comprehensive loss by $9.7 million. qy, - -, T S : :

- P o, " ‘.'v..‘, - . ot g e
- As of December 31, 2006, the-Company- adjusted- the-minimum pension liability: for-the pension plan-in--
Germany frqm the minimum‘ liabilities recorded in 2005. Pursuant to this requirement, the Company. -

decreased-the minimum pension liability by $6.8 million and decreased accumulated other comprehensive

loss by $6.8 million. - .- R _ . S

The Co;_nﬁény adoptg(j the-pr_o‘vis'ions-df Financial Accounting-Standards-No. 158-(“F:AS“-N0.- 158™), i -

“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” as of Decembgi
31, 2006. FAS No. 158 fequites employers to adjust the assets and liabilities related to defined benefit”
plans so that the amounts reflected on the balance sheet represent the overfunded or underfunded status of
the plans. These.funded status amounts are measufed_. as the difference between the fair value of plan
assets and benefit-obligations as of-the balance sheet datg. For pension plans, the fair;value of plan assets
is compared to the Projected Benefit Obligation.(“PBO?). /In the Companys case, the required . -, ., -
adjustments resulted in a non-cash charge to the Accumulated Other Comprehensive Income component
of net parent investment, .+ e s, S T i

a” L AT ] R N TR TR o ‘:“-'r
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- NOTES TO CONSOLIDATED F INANCIAL STATEMENTS - (Continued)

The following table shows the 1mpact on the balance sheet of applying FAS No. 158 at December 31,

2006 (dollars in millions):

~ Adjustments -
N "~ " . 'to apply FAS o
\ No. 158 =
Increase
" (decrease)
Prepald pension $ 103 ,
Intangible asset, included iy Dep051ts recewables T -
and other assets (9.0)
Deferred tax asset included i in Deposns, teceivables, | -
and other assets. ‘ : 224
Current pension liability, mcluded in Other '
accrued liabilities’ , 7.7
Deferred taxes o ol ) . 0.5
Noncurrent pensmn liability, 1ncluded in Other .
‘liabilities - . 595,
Accumulated other comprehensive income (loss) . (44.0). .

PR . + N T

For 2006 the Company ] welghted average expected long-term rate of return on assets was 7. 15% In
developing this assumption, the Company evaluated input from its third party pension plan asset .
managers, including ' their review of asset class return expectations and long-term inflation assumptions,
The Company also considered its historical 10-year average'return (through December 31, 2005) which
was in line with the expected long-term rate of return assumptlon for 2006 '

The weighted average, actual asset allocanons and-weighted average target allocatron ranges by asset
category for the Company s pensron plan assets were as follows .

A ) : © y * " Target
- R : Actual Allocatron - Allocation”
Asset Category _ 2006 - 2005 - Ranges
 Equitysecurites © - o - seeL 6% 6A% .t 50-69%
Debt securities = -~ - 7 Pt 29% e 20% 24-38% o
Real estate p e . 6% %  #- 1-11%"
Other - - % . 0 04%
Toal . T A00% . . 100% . |

]
-
. F .
.

It is the Company s policy to invest pension-plan assets in a dwersrﬁed portfolio consrstmg of an array of
asset classes within the above target asset allocat1on ranges. The investment risk ofithe agsets-is limited
by approprlate diversification-both within and between asset classes. The assets are primarily 1nvested in
a broad mix of domestic and international ‘equities, domestic and-iriternational bonds, and teal estate, -
subject to the target asset allo¢ation ranges. The assets are managed with 2 view to ensuring that *
sufficient liquidity will be available to meet expected cash flow requirements.

The Company expects to contribute $53.9 million to its defined ben_eﬁt pension plans in 2007,
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Owens-Brockway Packaging, Inc o . . |
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued) . "

- The following estimated future benefit payments which reflect: expected future- service, as. approprlate

) are expected to be pald in the years mdlcated

Amount

© Year(s)
v T 2007, 736 :
S 2008 741 .
; 2009 L7710 N
2010 78.6 .
! o201 7 & ,
2012 - 2016 449.6 |

K

0w e
» - - - - <.-"“

’

14. Postretirement Beneﬂts Other Than Pensions Ol Inc. pr0v1des ceitain retiree health care and life -
insurance benefits covéring substantially all U.S. salaried and certain hourly employees and substantially
all employees in Canada and the Netherlands. Employees are generally ehglble for benefits upon

. retirement and complenon of a specified number of years of creditable service. Independent actuaries,

- determine postretirement benefit costs for each subsidiary of Ol Inc.; however, accumulated
postretirement benefit obligation information pertaining to each subsidiary has not been separately
determined. As such, the accumulated’ postrenrement benefit obhganon has been retamed by another'

.sub51d1ary of OI Inc - .

The Company ] net penodlc postretlrement benefit cost, as allocated by Ol lnc , for domestlc employees'
was $14.7 million, $14.5 million, and $25.9 million at December 31 2006 2005 and 2004, respectwely

=
»

The Company s subsuhanes in Canada and The Netherlands also have postretlrement beneﬁt plans -
covering substantially all employees. The following tables relate to the Company’s postretn‘ement beneﬁt '

‘1

plan in Canada and thc Netherlands (the Intematlona] Postretirement Beneﬁt Plans). . e

.
LV . L
. L
. . _F‘

Py

. 149



: : Owens-Brockway Packagmg, Inc.:
- NOTES, TO CONSQOLIDATED FINANCIAL STATEMENTS (Cnutmued)

The changes-ln the.InternatlonalPostlenrement Benefit Plans.obhgat_lons were as-follows: -« ., "o ot
EE P L S L 2006 .., 2005
Obhgatxons at begmmng of year . g 000 $ 874 .
Change in benefit obhgatlons AR S ',:., h B ,‘ .
Service cost  ° G : o . 1.9 1.9
Interest cost ' o : coL PR ¥ 4.6
Actuarial loss, mcludmg the effect of ehangmg discount rates {9.5) 93
Curtailments . S S8y o .
- Benefit payments o ' . o 3.0 - 2.5)
' Forelgncutrencytranslatlon N o o L a N C21 0.7
. Net change in benefit obhgatlons » ' . ' ' (23.1) 12.6
Obllgatlons at end of year ‘ _ ‘ ' ) -, $ 76.9 $ 100.0
The funded status of- the International Postretlrement Beneﬁt Plans at year end was as'follows:
oy PR 4 "f N RE . PR P} 3 ‘r’ ek ' " S
R A - : PR 2006 2005
i 1T Y [ Tyl R LT i ' e . . LT -
Postretlrement beneﬁt obllgatlons Cooe e e B g 76958 - 100.0¢
Ttems, not et recogmzed in'net postIenrement beneﬁt cost TV R R
Aetuanal Toss - . : N C XY BRSO (L)'
Net amount recognized . 5 725 % 84.1

iy f —

. R Y T E S U, . it ot e
T L am Dot

“The net amount recogmzed is 1ncluded in the Consohdated Balance Sheets at December 31, 2006 and

2005 as follows: =1r TG T e ! ‘
a i.. e 1:_- " : P [ T R i ..-;l._'_,‘-. r.' . “ 2996 ! .‘ -l v -2005‘:..0. '
Current nonpension postretirement benefit, mcluded with e
Other accrued liabilities g ‘ $ 7 32 $
Nonpension postretlrement benefits ' . " 73.7 85.1
Accumulated other comprehensive income . ' : ‘ (4.4)
~ " Net amount recognized ' K $ 72.5 $ 85.1

The Company s nonpension postretlrement beneﬁt obhgatlons are 1nc1uded with other long term
11ab111t1es on the balance sheet.
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NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS (Contmued)

.- The components of Intr rnatlonal Postretrrement Benefit, Plans net postretrrement benefit cost were as: e
follows L P AL TR

) f." ' - '_'. ' LTS ‘.' L . "'_.jj' ,".J-\“ S r-r__.,‘l: 2!0()6r ‘ ‘- 2005 '
Service cost ) . L S 19§ e .1_9_
Interest cost - , : L 42 46
Curtailment =" & . 1L oo S N

} Other bk R e L Sy ,;::l » . Lt re o P T 046 . o
. _'. '._ " ‘ . e, [ L LU T :.,_ 4 - FE ‘ . L] © o, Lor v,
Amortization: 1, _ . o e e ‘ s
Loss  ¢ov o o s e el , S € 1t R (0:2.)_‘,;
Net postretirement benefitcost .~ ..~ - o ' - O L V) 2 T 6}3 .
i o e o ce R

t

The weighted average discount rate used to determlne the accumulated postretirement benefit oblrgatron
was 5.4% and 4. 8% at December 31, 2006 and 2005, respectrvely

The werghted average discount rate used to determine net postretrrement benefit cost was 4.8% at
December 31, 2006, 5 4% at December 31, 2005, and 6.0% at December 31, 2004.

]
e

The welghted average assumed health care cost trend rates at Decernber 31 were as follows N
2006 o 2905

Health care cost trend rate assumed for next year L -, B.68% 1:6:":_"51%'

Rate to which the cost trend rate is assumed to declme ' - I St |
(ultimate trend ratc). . e ABR% 481%

Year that the rate reaches the ultrmate trend rate L L 2009 2009

Assumed health care cost trend rates affect thie amounts reported for the postreti‘refnent benefit plans.”A
one- percentage—pornt change in assumed health care cost trend rates would have no srgmﬁcant 1mpact on
total service and interest cost or on accumulated postretirement- beneﬁt oblrgatlons ! SR R
The following estimated future benefit payments, whteh reflect expected future servrce as approprlate

" dre expected to be palcl in the years indicated: - ' § -
¥ . T e s

“ X e e . - i v :f;

" Year(s) Amount
YT e . . PO Lt
2007 - 32 CL e
2008 . 33 ) :
e e oo : 2009 o St - : 33t vl "-.' e
P e ’2010. o L i ,_.t': Pt 3.5 : '- 'i
- : 2011 - . 3.7 S
2012 -2016- — o 21.3

Beneﬁts provrded by OI Inc for certam hourly retrrees of the Company are deterrnrned by collectlve :
bargaining. Most other domestic hourly retirees receive health and life insurance bénefits from a multl-
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“

. employer trust established by. collectlve bargammg Payments to the trust as required by the bargammg
agreements are based upon specified amounts per hour worked and were $6.6 million in 2006, $5.7 .
million in 2005, and $5.7 million in 2004. Postretirement health and life benefits for retirees of forergn
subsidiaries are generally provided through the national health care programs of the countries m which
the subsidiaries are located. , o
FAS No. 158 require_s employers to adjust the assets and liabilities related to defined benefit plans so that
the amounts reflected on the balance sheet represent the overfunded or underfunded status of the plans, .
- These funded status amounts are measured as the difference between the fair value of plan assets and
benefit obhgatlons as of the balance sheet date. For other postretirement benefit plans, the fair valie of
plan assets is compared to the Accumulated Postretlrement Benefit Obligation (“APBO™). In the
Company’s case, the required adjustments resulted in a non-cash charge to the Accumulated- Other
Comprehensive Income component of net parent investment. The following table shows the impact on
the balance sheet of applying FAS No. 158 at December 31, 2006 (dollars in miltions):

{ Adjustments
| | S . toapplyFAS
: : s .No. 158
’ L Increase
(decrease)
Current nonpension postretirement beneﬁts included in
Other accrued liabilities _ _ .8 32
Deferred taxes - ' do (18
Nonpension postretirement benefits, included in o v N
Other liabilities . ' . : 20°
Accumulated other comprehensrve income (loss) . o T B4

PR - . pe

15. Other Revenue Other revenue in 2006 1nc1udes a gain of $15.9 million ($11.2 million after tax)
related to curtallment of certain postretlrement benefits in The Netherlands

Other revenue in 2003 mcIudes $28.1 mrlhon (pretax and aﬂer tax) for the sale of the Company $
Corsico, Italy glass container facility.

Other revenue in 2004 includes a gain of $20.6 million ($ 14'.5 million after tax) for the sale of certain reel:
property and a gain of $31.0 million ($13.1 million after tax} for a restructuring in the Italian Specialty
Glass business. ,

16, Other Costs and Expenses Other costs and expenses for the year ended Becember 31, 2006
mcluded the fo]lowmg .

e During the third quarter of 2006, the Company recorded a charge of $27.5 million ($25.6 million after -
tax) related to the closing of its Godfrey, Illinois machine parts manufacturmg operatlon See Note 17 -
for additional details. .

Other costs and expenses for the year'ended December 31, 2005 included the following:

¢ During the fourth quarter of 2005, the Company recorded a charge of $494.0 million to write down a
portion of the goodwrll in its'Asia Pacific Glass busmess unit. See Note 22*for more 1nforrnatron
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A Owens-Brockway Packagmg, Inc,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS "- (Continued)
.- ‘Manufacturing costs for the second quarter of 2005 included a favorable adjustment for depreciation
" and amortization in connection with finalizing the fair values of the BSN Glasspack:assets acquired in
June 2004. The difference between the estimated amounts recorded in 2004 and the ﬁnal amounts
related to 2004 accounted for a benefit of approximately $6.5 million.

17. Restructurmg Accruals In September 2006 the Company announced the permanent closing of its
Godfrey, Illinois. machme parts manufacturing operation. The facility was closed by the end of the year.
This closing is part of 4 broad initiative to reduce working capital and improve system costs.- As a result,
the Company recorded a charge of $27.5 million ($25. 6 million after tax) in the third quarter of 2006

The closing of this fac111ty will result in the elimination of approxrmately 260 )obs and a correspondmg ’
* reduction in the Company s workforce. The Company anticipates that it will pay out approximately $9.0
million in cash related to insurance, benefits, plant clean up, and other plant closing’ costs. The Company-
expects that the majorrty of these costs will be paid out by the end of 2008, ‘

Selected 1nformat1on related.to the plant closing accrual is as f_ollowa.

. e e e AV B . . ,
Godfrey plant closing'charges  * . :-_--:' L o 8 215y
Write-down of assets tonet realizable'value - T o _ CALT), 1‘ :
Recognition.of employee separation benefits’ - . = 7 . . L. an ot
Net cash paid e ' T o o (1 8
Other r o Li S S ‘ - 13

Remalmng Godfrey p]ant closrng accrual as of December 31 2006 g 5 82

During the second quarter of 2005 ‘the Company concluded 1ts evaluatlon of acqu1red capamty in
connection with the BSN Acqursmon (see Note 21) and announced the permanent closing of its

. Dusseldorf Germany glass container factory; and the shutdown of a furnace at its Reims, France glass _,
. container facility, both in 2005. These actions were part of the- Furopean integration strategy to optlmally
allgn the manufactunng capacmes with the miarket and i improve operational efficiencies. Asa result,'the

‘Company recorded an accrual of €47.1 mllllon through an adjustment to goodwﬂl l

These second quarter actions resulted in the ehmrnatlon of approxrmately 400 jobs and a correspondmg

* reduction in the Company s workforce The Company expects to reduce fixed cash costs by s

approxrmately €35 million { per year by closrng the Diisseldorf factory, shutting down thé furnace at Reims

~ and moving most of the productlon to ‘other locatrons "The Company antrcrpates that it will pay a total of
approximately €1 10. 9 mrllron n cash related to severance, benefits, plant clean-up, and other plant’
closing costs related 10 restructurrng accruals. ‘In addition, the Comipany expects to pay a total.of
approximately €63 million for other European reorgamzatlon and integration activities, approximately
60% of which will be expensed. Approximately 70% of these payments were made by the end of 2006
and the Company expects that most of the balance will be pard by the end of 2007.
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Owens-Brockway Packaging, Inc. .

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued)

The European restructuring accrual recorded in the second quarter of 2005 was in addition to the initial
estimated accrual of €63.8 million recorded in 2004. Selected information related to the restructuring. e
accrual is as follows, with 2006 activity translated from Euros into dollars at the. December 31 2006 '

exchangerate A T S B L T S
o, e P . ':‘__f.‘“.,.;. --fft'}‘ oty

Total European restructuring accrual (€110.9 million) _ - 3 1341

Net cash paid, principally severance and related beneﬁts oL S AN CIR1) T

Other, principally translation® . - LS o BRI e 12:2p0 r:“'l'hi’-

Remaining European restructuring accrual” ~ - * o0 4 ¢ L e, 0 L g e
as of Décember 31,2005 - - -+ - - a0 e L B0 e e

Net cash paid, principally severance and related benefits ’ - - (337

Partial reversal of accrual (goodwill adjustment) B i TR IR V£ ) I

Other, principally translation- , . -~ % . e e e (1.5) B

Remaining Eurdpean restructuring, accrual e S T o
, 8s ofDecember3l 2006 B O S L C= % 0381 e

]
T

- ' ’ R e gt LN *' <
- 18. Contingencies Certain litigation is pending against the Company, in many cases involving ordtrfary

and routine claims incidental to the business of the Company and in others presenting 2llegations that are
nonroutine and involve compensatory, punitive or treble damage claims as well as other types of rellef In
accordance with FAS No. 5, “Accounting for Contingencies,” the Company records a llabl]lty for such
matters when it is both probable that the liability has been inéurred‘and the amount of the lrabrllty can be
reasonably estimated. Recorded amounts are reviewed and adjusted to reflect changes in the factors i upon
which the estimates are based including additional information, negot1at10ns settlements, and other ~*
events, The ultimate legal and financial liability ofithe Company'in respect to this pending litigation's - ..

~ cannot be estimated with certamty However, the Company believes, based on its examination and
review of such matters and experience to date, that such ultimate llabrllty will not have a matenal adverse

effect on its results of. operatrons or ﬁnancral c_ondrtlon e PR N ST
19 Geographlc Informatlon The Company operates m n the rlg1d packagmg mdustry The Company

has one primary reportable product segment w1th1n the r1g1d packagmg 1ndustry Glass Contamers The J
Glass Containers segment 1ncludes opcratlons in North Amerlca Europe the Asra Pacrf' ic regron and e

PO f
South America. ” -

d ¢ on earnmgs before mterest .

income, interest expense provrsron for income taxes and rnmpnty share owners 1nterests in earnmgs of
subsudranes (“Operatmg Proﬁt Y excludmg amounts related to ceftain 1tems that management con51ders i'
not representatlve of ongomg operatrons and (“Segm1ent Operatmg Proﬂt”) ‘Net sales as, shown in theﬁ )
geographic segment mformatlon are based on the locatron of the Company S afﬁlrate Wthh recorded the
sales. o

I N I e .‘ . [ K -.' N "; LA sali’
L TP e A N
- , . " o cepe s MR o e L e P L VT
. L .
1

LT PRI (A R TE

PN PR TR
e R A
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NOTES'TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) .

Financial information regardmgrthe Company’s geographlc segments is as‘follows: .

e e e e o Total
G e v “North . Asia “South Geographic
y g i .‘: : = America Europe Pacific America ,;Segments
Net Sales:: LenermoL.nd :t':;'.;..':a.,:...t:.:‘.‘.l' ‘):',“':‘".21‘ oo LR ey SO S t L x*;::-"‘ ":
2006 ©$ 21963 8 28659 § 833 8 ' $ ,796.4 23 66924
2005 . 1,986 6 2,840.00 844.7" "685.1 " 6,356.4
2004 19261 2,164.1 ‘ 870.9 561.2 " -5,522.3
Segment Operatmg Proﬁt JE IR =T cenm oo 7 - .
2006 ' ) 81993 $ 2432 $ 1024 . $ 1999 ‘$ . 7448
2005, I 2217 279.7 1363 1569 ... 800.6
2004 s “Uosys 2441 . 1421 1240 77637
Items excluded from ‘Segment Operating Profit;
2006: . ‘
Mark to market effect of certam e N Cow et
....commodity futures contracts __$. . (8.7). . _ ; . N A(8.7)

Charge for closmg the Godfrey, A, _ ) T
~ IlinGis plant =~ = "7 Tt RISy s . T N v

CEO and other transition charges $ (6.0) N (6.0)
; Curtailment of postretirement, ... ' : - )"“"'
. beneﬁts in The Netherlands . 15.9 X I R SR
2005: ' ! - T e
f Gain on the salé of the Corsrco B ) S
Italy glass contalncr facrhty v 28.1 e 281
~Mark to market effect of certarn . 7 , . '

" coimmddity futiités copfracts” © © 77387 e o T 38
Goodwrll 1mpa1rment ST e ' $ (494.0) Ch (494 0)
2004 SRR LW e ':::.‘.‘.':"._.«étl‘.‘-“?‘. et g -:"':‘...'-'- LR . =T - - - ) g . T, ) =
Gain on sale of certain z ot o Thitar o ,"

real property . : © 206 - v T T Tt et 206

. ltalian Specialty Glass gam . 310 ST e e 310
" Mark to market effect of certam s . oL Tl '

cPrmnodlty futurec contracts 4.9 S L I Y L S X

) Operatlons in 1nd1v1dual countnes outsrde the Unlted States that accounted for more than 10% of o,
" consolidated net sales were in Italy (2005 —-10.2% and 2004 —.11:9%), France (2006~ 19.3%:and: 2005 =
15.4%) and Australia (2004 — 11. 7%).

- 4 _l) N " "';!- !"_' ‘:"'\"; LT e ":|' . N - a R "-.;ﬂ ! ST . :?f}‘. ..“UL .
T D (2T LS RLT AT ALt ST B N T R K ot
' 1 " oo Yoagovriy i
v ' ¥ I PR A N2 1
T [ € T I T 4 L ! . jer T
' v, e . T ok f} L] T 4,
TR N Tt A TIPS T H HEEH , 1 )
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

The Company s net property, plant, and equipment by locatlon are as follows .

United .
States - Foreign "~ "Total
" 2006 | - . $ 6684 § 21728  $ 28412
2005 = S T 6947 T 21216 2,816.3
2004 . ' - 648.4" C 25028 T 3,151.2
The Company s net sales by geographlc segment are as follows o
kY _ United - .
S “.oco ... . States | Foreign . . Total .
2006 - L. 8 17876%7 S 49048 . $ 66924
2005 e S L e2ll 47353 - 6,356.4
2004 ‘ ' _ - =1,5748 39475 - . 55223

Ry - [T -

Reconciliations to consolidated totals are as follows; . -

2006- - 2005 2004

Revenues: , : T
Netsales- % 66924 $ 635647 $ 55223

" Royalties and net technical assistance - . 17.6 - 164 209 -
' Equity earnings - CL - 234 L 204 . . 261
- Interest S ' 166 138 . 13.8
Other . - 289 532 - 70.8

, Total L : 8 67189 v 8 64602 S 56539

iieoonciliation of Segment Operating Profit to earnings ) L

before income taxes, minority share owners' interests o

. - in eamnings of subsidiaries: - ' ' ' o .
Segmernit Operating Profit . % 7448 . $ 8006, §. 7637

~ Items excluded from Segment Operating Proﬁt (26. 3) - (462.1) 56.5 |

- yInterest expense - C e s . <.+ - .(401L6)-, (4082) . .. (404.3)
Interest income . ' o 166 13.8 " 138 .
Total "~ - SR - '8 3335 0§ (559) §-.14207 .

*

,

.. 20.  Additional Interest Charges from Early Extinguishment of Debt  During 2006, the Company

' _* recorded additional interest charges of $17.5 million ($17.1 million after tax) for note repurchase

premiums and the write-off of unamortized finance fees related to debt that was repaid prior to its
maturity. During 2005, the Company recorded additional interest charges of $1.4 million ($1.0 million
after tax) for the write-off of unamortized finance fees related to the reduction of available credit under
the Company’s bank credit agreement. During 2004, the Company recorded additional interest charges of
$22.8 mllhon ($14.9 million after tax) for note repurchase premiums and $7.1 million ($4.7 million after
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Owens-Brockway Pﬁckaging, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (C'ontinued)

. tax) for the write-off of unamortized finance fees re]ated to the reduction of available credlt under the
~Company’s bank credit agreement. - -

21. Acquisition of BSN Glasspack, S.A. On June 21, 2004, the Company completed the acquisition of
BSN Glasspack, S.A. (“"BSN”) from Glasspack Participations (the “BSN Acquisition™). Total
consideration for the BSN Acquisition was approximately $1.3 bitlion, including the assumption of .
approximately $650 million of debt, a portion of which was refinanced in connection with the BSN

" Acquisition. BSN was the second largest glass container manufacturer in Europe with manufacturing

- facilities in France, Spain, Germany and the Netherlands. The BSN Acquisition was financed with -
borrowings under the Company’s Second Amended and Restated Secured Credit Agreement. In order to
secure the European Commission’s approval, the Company committed to divest the Barcelona, Spain, and
Corsico, Italy glass plants. The Company completed the sale of these plants in January 2005 and recewed
cash proceeds of approximately €138.2 million. ; :

Had the BSN Acquisition and the related financing occurred at the beginning of 2004, pro forma  *
consolidated net sales and net‘eami‘ngs,.aﬁd would have been as follows:

Year ended December 31, 2004 5
As "BSN Financing *  ProForma

Reported Adjustments- Adjustments’  As Adjusted
Net sales : § 55223 $ 752.5 8 62748
Net eamings T8 2816 0§ 176§ (64) & 29818

1] . ‘.'I'

The 2004 earnings ncluded the step-up effect of the finished goods inveritory acquired in the Acqu151t10n
that feduced gross profit by approximately $31.1 million. The 2004 earnings include estimated
amortization related to the $48.1 million of intangible assets recorded for customer relationships. At
average exchange rates for each respective year, the pro forma amortization of the intangible asset was '
$4.0 million (net of tax) for 2004.
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“

o . 3 S : N g ay )

Ea
4 «

22. Goodwrll The changes in the carrymg amount of goodw1ll for the years ended Decemberi3l 2004; )
2005 and 2006 are as follows:

i : - — e
Balance as ofJanuaryl 2004 S e T T TS 19196 L e
_ Translatlon effets'. < 0 T B W e 4 ':"-.‘ 165 6 v'*-l e
~ Goodwill acqurred during the year e ,, c e . - a 6960 ' ) '
Other changes . AL e co e eex 1840
' Balance as ofDecembcr 31, 2004 A D - -'2,799:61~.. o O
. erte—down ofgoodwill . . T : ';.,;' IR o .‘:;.((4?4,1‘:0) . o
Translatlon effects i : . . feongem st T ap e (16009) e
Other changes, prmcrpally adjustments to _ . ‘ _
finalize acquisition purchase price Lo e 150 0 T i
Balance as of December 31,2005~ 1T TRty sgy A
‘Translatron effects - . . R ~ : L . 133.6
Other changes principally adjustments to Teverse I :
) forergn deferred tax valuation allowances g e . (38.1)
Balance as of December 31,2006 - ' . $ 272552
Tt T —— L ¢

.

During the fourth quarter of 2005 the Company completed 1ts annua] impairment testing and determined
that impairment existed in the goodwill of its Asia Pacific Glass business unit. Lower projected cash
flows principally as a result of competitive pricing pressures-in-the Company’s Australian glass '
operations caused the decline in the business enterprise value. Following a review of the valuation of the
unit’s identifiable assets, the Company recorded an 1mparrment charge of $494. 0 mrll1on to reduce the
reported value of its goodwill.

¥
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REPORT OF INDEPENDENT.REGISTERED PUBLIC ACCOUNTING FIRM -

'd

The Board of Directors and Share.Owner of . .. . .
Owens-Brockway Glass Container Inc.

We -have audited the accompanymg consolldated balance sheets of Owens Brockway Glass Contamer
Inc. and subsidiaries as of December 31, 2006 and 2005, and the related consolidated statements of results
of operations, net Parent investment, and cash flows for each of the three years in the period ended
December 31, 2006. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an-opinion on these financial statements; based on our audlts

We conducted our audits in accordance w:th the standards of the Public Company Accountmg Over51ght
- Board’ (Umted States) Those standards require that we plan and perform the audit to obtain reasonable
assurarice about whethier the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting: ‘Our audits included
con51derat10n of mternal control over financial reporting as a basts for designing audit procedures that ‘are
appropnate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of .
- the Company’s internal control over financial reporting. Accordingly, we express no such oplmon An
audit also includés™ exammmg, on a test basis, ‘evidence supporting the amounts "and “dis¢losures in the.,
financial statements, assessing the accounting principles used and significant estimates made by
management, and -evaluating the overall financial statement presentation. We: believe that our dudits
provnde a reasonable basis for our opinion.

In our opinion, the- financial statements -referred -to -above- present- fairly; in all material respects,-the
consolidated financial position of Owens-Brockway Glass Container Inc. and subsidiaries at December *
31, 2006 and 2005, and the consolidated resu]ts of its operations and its cash flows for each of the three
years in the period ended December 31, 2006;.in conformity with U.S. generally accepted accountmg
principles.

_As discussed in Notes 1, 12 and 13 to the consolidated financial statements, the Company changed its
method of accounting for stock-based compensation, defined benefit pension plans and other
postretirement plans, respectively, in 2006,

Emst & Young LLP

Toledo, Ohio
March 1, 2007 -
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CONSOLIDATED RESULTS OF OPERATIONS

Dollars in millions”

Owens-Brockway Glass Container Inc.

© 2006

Years ended December 31, 2005 -y 2004
Revenues: :
Net sales -$ .6,6924 § 63564 . § 55223
Other revenue ' 86.5 . 103.8 - 131.6
6,778.9 64602 - 56539
Costs and expenses: ‘ - v o
Manufacturing, shipping, and delivery 5,529.6 5,169.2 44553
Research and development ’ . 164 153 15.2
Engineering o o 326 361 . 341
Selling and administrative 410.2 3619 . 2672
Net intercompany interest B0 28.7. 0.6
Other interest expense ;. 404.6 3795 - 403.7
Other 55.0 5254 _ 48.1
6,445 4 6,516.1 5,224.2
Earnings (l‘dés)befbre items below 3335 _(55.9),:  . 4297
Provision for income taxes 138.8 13_0.6 ’ 109.1
Minority share owners' interests in earnings L o
of subsidiaries 43.7 35.9 33.0
%5 1510

§ (2224) $ . 2876

Net earnings (losé) | _

See accompanying Notc:_:s to the Consolidated Financial Statements. '
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CONSOLIDATED BALANCE SHEETS Owens- Brockway Glass Container Inc. :
Dollars in millions .

December 31 2006 . - 2005

Assets | '

Currént assets: e e
Cash, including time deposns of $124 5 I

($104.0 in 200‘v) : ©$ 2418 § 2439
Receivables including amount from related parties S : -

of $1.7 ($0.8 in 2005), less allowances of $29.1 TR :

(8$25.7 in 2005) for losses and discounts ~1,044.9 . 939.9
Inventories 1 993.3- 889.2
Prepaid expenses 42.9 L 313

Total current assets T 12,3229 2;104.3

~ Other asse.ts:- ‘ ' ,
Equity investments 1953 ' 1022
Repair parts inventories 135.9 1627
Prepaid pension . 317 L 17.1
Deposits, receivables, and other assets, - 4494 i397.2
Goodwill 1 2,255.2 © 2.159.7

Total other assets --7:2,967.5 2.838.9

. Property, plant, and equlpment : g
Land, at cost 12429 1 229.5
Buildings and equipment, at cost: ‘ _

Buildings and building equipment 976.1 905.6 -

Factory machinery and equipment 4,346.5 4.070.2

Transportatlon office, and miscellancous eqmpment 100.4 -98.2

Constructlon 1n Progress - .-, 120.8 . 89.1

) 5,786.7 53926
Less accumu]atecl depreciation 2,945.5 2,576.3
Net property, plant and equ1pment 2,841.2 2,816.3
Total assets ' '$ 8,131.6

161
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. CONSOLIDATED BALANCE SHEETS Owens-Brockway 'Glass Contalner Inc. (contmued) ',

162 °

" Dollars in mllhons . . _ R
* December 31, - ' ‘ 2006 2005 -
Liabilities and 'Net Parent Investment ' ‘ e
Current liabilities: ‘ , o ml T
Short-term loans - | ' ' N X 412 848 263
*++ _Accounts payable mcludmg amount to related . -, Ve " .
parties of $23.8-(82.2 in 2005) I R T ,'883 3,-- .o 7656
Salaries and wages ‘ IR LR 11398 & 1411
t.. U.S. and foreign income taxes A e e ey 1384 - 107.8 -
- ', Other accruedtliabilities : 2245, ... 2533
Long-term débt due within one year 244 ... 2520
. Total current liabilities v . I B 71'823 2 1,546.1
. External long-term debt . - ' .3 9566 ' -‘3',9,5'8.6
| +Deferred taxes _ ' . 153 8 " 2329
= Other liabilities . | o 7081 L 74L3
Mmorlty share owners' mterests ' A "20_732_ - 182.0
Net Parent investment: . g . . B ‘ K ’ .
- g -Investment by and advances from Parent - = 7 - e e oo - 1,287.20 - 1,3139
Accumulated other comprehensive loss ' S (45 Y (215.3)
Total net Parent investment o - . C1,282.7 1,098.6
¢ .+ Total liabilities and net Parent investment $ 8 1316 . § 7,759.5
; | t ", "l;‘ ,‘ {‘
) + r.' e L
LR ) ' v T et S R R R N
M ) See accompanymg Notes to the Consolidated Financial: Statements’ TR
RSO : L R I T LI SR
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e : ‘A,r.;.yf;; )
CONSOLIDATED NET PARENT INVESTMENT Owcns Brockway Glass Contamer Inc ;
Dollars inmillions ;.. e . . _ Gy j»
* Years'ended" December3l“"‘ T m e = , o 20060 o, U 20057 v 2004
o, ' R '
Investment by and advances to Parent . . o ' . :
. Balance at begmnmg ofyear,.. = S ‘ $ 13139 '$ 20206 % 9970
" -, Net intercompany transactions . E . (7T (484.3) » 7360
+1' Netearnings - . : . ' - 1510 0 (2224) 287.6
Balance atend of year . =~ ' ' - o 1,2872 . 1’_',3_13.9 2,020.6
L
: Accumulated othercomprehenswe loss ) Lt gl e e p
Balance at begmnmg of year A Lo (2153, 679 ©(198.3)
Foreign currency translation adjustments - » 284.9° (290.5) 2948
'+ Change in minimum pension liability, net of tax R - 226 v+ o« (72) (27.5)
Adjustment to initially apply FAS No. 158, net of tax o (47.4) ' '
‘_ Change in falr value of certam derivative instruments, net.of tax oy 493y - - 145 ‘ (1.1)
s Balance atend ofyear I ' S e, . @S @153 0 679
Total net Parent investment ' | % 12827 § 10986 3§ 20885
_,Total compreﬁensive in(':ome‘(lo‘s's}' _ ' ,' Y. e . l P
Net earnings (loss) ‘ f oo o 80 L1510 L0 8 L (2224) $v 2876
Foreign currency translation adjustments ) © 2849.-.. . (290.5) 294.8°
<¥” . _Change in minimum pension liability, net of tax . _ Lol 226 Y w12y 0 (27.5)
Change in fair value of certain denvatlve instruments, net of tax T 483) < 14.5 ‘ (1.1)
. 't.. Total comprehensive income (loss) ) $ 14092 . % . (305.6) $ - 5538
Y . Tt B S B!
aae e e 7°'I::‘.-b T L TP ST 7.‘ 1:.. -x‘. R v

U _..See accompanying Notes to the Consohdated Finar¢ial Statements

v - !
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CONSOLIDATED CASH FLOWS Owens- Bmckway Glass Contamer Inc,

Dollars in mlllmns X

Years ended December 31, 2006 2005 © 2004
Operating activities: - R A
Net eamings (loss) $ IS0 § (224 § 2876
Non—cash charges (credits); e T
Depreciation 4265 4313 384.0
Amortization of deferred costs - 326 354 352
Deferred tax provision (credit) 254 3D 114
Reverse non-U.S. deferred tax valuation allowance net of :
restructuring charges (5.7 .
Goodwill impairment . ST 4940
Curtailment of postretirement benefits in The Netherlands (15.9)° "+
"Restructuring costs and writcoffs of certain .
© L7 assets 275 7 :
" Gains on assct sales. (28.1) (51.6)
". Other . : . 20.7 6.4 (70.0)
Change in non-current operating assets T Lo (1ey (14.6) 12.9
Change in non-current liabilities .. . - A52.1) . o (58.7) (10.1)
Change in components of working capital, . ' (221.7) - 809 181.6 °
Cash provided by ¢ operatmg activities T . " 378.2 708.3 - 781.0
Investing activities: . : oo t
Additions to property, plant and equipment (271.5) "(366.2) (407.6)
Acquisitions, net of cash acquired _ N (11.6) (630.3)
" Coliections on accounts receivable arising from consolidation N ] . )
-of recéivables securitization program S <0 1273 50.7 ‘
Net cash proceeds from divestitures and other 13.6 ©205.7 - 257.8".
Cash utilized in investing activities _(130.6) - ., (121.4)- ¢ (780.1)
Financing activities: - ’ S ) . .
Additions to ong-term débt A --1,206.5 837.5% s 21146
Repayments of long-term debt T - e © - (1,34L.7y ©17.1) 7 - (26111
Increase (decrease) in short-term loans ‘ 158.9 - 11.5 23.2)
Net change in intercompany debt (266.9) (414.2) 675.8
Net payments for hedging activity - (6.8) . (98.0) (25.9)
Payment of finance fees . (12.3) (1.0) (34.4)
Cash provided by (utilized in) financing activities (262.3) (581.3) 95.8
Effect of cxchange rate fluctuations on cash 12.6 {13.3) 4.3
Increase (decrease) in cash . o 2.1y A 101.0
Cash at beginning of year 243.9 . 231.6° 150.6
Cash at end of year $ . 2418 $ 2439 $ 251.6

Sec accompanying Notes to the Consolidated Financial Statements.
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‘ ‘Owens-Brockway Glass Container Inc.
; NOTES;TO CONSOLIDATED FINANCIAL STATEMENTS:
Tabular data dollars in millions )
L Slgnrficant Aecountmg Pollcles o ‘ oo . LT o

. 1

Basrs of Consolldated Statements The consohdated ﬁnancral statements of Owens-Brockway Glass
Container Inc. (“Company”) include the accounts of-its subsidiaries. Newly acquired subsidiaries have

been 1ncluded in the consolidated financial statements from dates of acquisition.

%

Certaln amounts included in the Consohdated Statement of Cash Flows for the year ended December 31

2005 have been reclassified to conform to the 2006 preséntation. These amounts, which relate'to receipts

from customers in payment of the accounts receivable in the European accounts receivable securitization

program at the date of its consolidation, have been reclassified from operating activities to investing -

activities. See Note 5.for additional information. While this reclassification had no effect on total cash

flows, cash prov1ded by operations and cash utilized in investing activities both decreased by $50. 7

‘ mllllon Net earnmgs and net parent investment were not affected by th1s reclassification. . =~ '
TR N . o

The Company uses the equtty ‘method of accounting for 1nvestments in wh1ch it has a significant

ownership interest, generally 20% to 50%. Other investments are accounted for at cost.

'
f A
I oo +

_ Relationship with Owens-Brockway Packaging, Inc., Owens-Illinois Group, Inc.and ' . . =
Owens-Ilinois, Inc. The Company is a wholly-owned subsidiary, of Owens-Brockway Packaging, Inci .

- (OB Packagmg”), and an indirect subsidiary of Owens-Illinois Group, Inc. ("OI Group”) and Owens- '
[linois, Inc. (“OFInc.”). Although Ol Inc. does not conduct aniy operations, it has substantial obl1gat1ons
related to.outstanding indebtedness, dividends for preferred stock and asbestos-related payments. Ol Inc..
relies prrmanly on dlstnbunons from its direct and indirect subsrdlarles to meet these obl1gatlons

+* B

For federal and certain state income tax purposes, the taxable income of the Company is lncluded in the
consolidated tax returns of OI Inc. and income- taxes are allocated to the Company on a basis consrstent
Wlthsseparate returns e T LU e " . o : i
Nature of Operatmns The Company is a leadmg manufacturer of glass container products The *
Company’s principal product lines in the Glass Containers product segment are glass containers-for the

* food and beverage.industries. The"Company has glass container operations located in 22 countries. The
principal markets and operations for the Company s glass products are in- North Amerlca Europe South
" America, and Australla R S : . . :

~ Use of Estimates The preparation of financial statements in conformity with accounting principles "
generally accepted-in thé United States requires management of the Company to make-estimates and .
assumptions that affect certain amounts reported in the financial statements-and accompanying notes.;
Actual results may differ from those est1mates at which time the Company would revise its estimates’ .-
accordingly.

.t I '.-

Cash The Company defines ¢ cash” as cash and time deposits with maturmes of three months or less .
‘when purchased Outstandrng checks in excess of funds on deposnt are 1ncluded in accounts payable
Fair Values of Fmam‘ral Instruments The carrymg amounts: reported for cash short-term mvestments
and short-term loans approx1mate fair value. In-addition, cafrying amounts approximate fair value for .
certain long-term debt’ ‘obligations subject to frequently redetermined interest rates. Fair values for thé
Company § srgmﬁcanl ﬁxed rate debt oblrgatlons are generally based on publlshed market quotatlons

- E

e e s . - .
PR . . ! . i e D : e
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Owens-Brockway Glass Container Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS : (Continued)

Derivative Instruments The Company uses currency swaps, mterest rate swaps, options, and. Ry
commodity futures contracts to manage risks generally associated with foreign exchange rate, interest rate
and commodity market volatility. Derivative financial instruments ‘are included on the balance sheet at
fair value. Whenever possible, derivative instruments are designated as and are-effective as hedges, in.- .
accordance with accounting principles generally accepted in the United States. . If the underlying hedged :
transaction ceases to exist, all changes in fair value of the related derivatives that have not been settled are
recognized in current earnings. The Company does not enter into derivative financial instruments for, -,
trading purposes and is not a party-to leveraged.derivatives. In accordance with FAS No. 104, cash flows
from fair,value hedges of debt and short-term forward exchange contracts:are classified as a ﬁnan'cing':‘ :
activity. ‘Cash flows.of currency swaps, interest rate swaps; and-commodity futures tontracts‘are, . .. .+
classrﬁed as operating activities. See Note 8 for additional information related:to denvat]ve mstruments

dee : I A N ' e R ';‘. H L !
Inventory Valuatlon The Company values most 1.8: mventones at the lower of last-in; first-out (LIFO)
cost or market. Other inventories are valued at the lower of standard costs (wh1ch approxnnate average
costs) or market, : - s B T T T
. Co ‘ L T R AR TII
Goodwill Goodwill represents the excess of cost over fair value of assets of businesses acquired.
Goodwill is evaluated annually, ds of October 1, for impairment or more frequently if.an.impairment: ,

1

1nd1catorex1sts oL . . Gy e e e R Lot e e,

. 1
» “t v

. i I S T T I PRI IR SR
Intangible Assets and Other Long-Lived Assets Intangible assets are amortized over the*expected- -
useful life.of the asset. The Company evaluates'the recoverability -of.intangible assets and;other:long-- ..
lived assets based on undiscounted projected cash- flows, excluding interest and taxes,iwhen factors
1nd1cate that 1mpa1rment may exist. If impairment ex1sts the asset is written down to fair value.

‘ RN R T B A TL t ':|"‘;
Property, Plant and Equlpment Property, plant and equrpment (“PP&E”).ls carned at costand., .-
includes expenditures for new facilities and equipment and those costs which substantially increase the -
useful lives or capacity of existing PP&E. In general, depreciation is computed using the straight-line
method and recorded-over the eéstimated useful life of the‘asset. .Factory machinery and equipment-is »
depreciated over periods ranging from 5 to. 25 years with the majority of such-assets (principally glass-
melting furmaces and molding machines) depreciated over 7-15 years. ‘Buildings and building equiprnent
are depreciated over periods ranging from.10.to 50 years. Maintenance and repairs are expensed as . ..+
incurred. Costs a551gned to PP&E of acquired businesses are based on estimated fair.values at the date of
acquisition.

R B ToTe L Wb, o t' IR AL 1% (R l ot IR .
Revenue Recognition -The Company recognizes sales, net of estimated discounts and- allowances ‘when
the title to the products and risk of loss are transfefred to customers. Prov1srons for rebates to.customers
are provided in the same period that the related sales are recorded.)». . -0 1w eyl

.
Shipping and Handling Costs Shipping and handling costs are mcluded wrth manufacturmg, shrppmg,
and del1very costs in thé Consolidated Statements of. Operatlons R .o :
‘ . o . . Co s U R L, "y
Income Taxes on Undistributed Earnings In general, the- Company plans to continue to reinvest the
undistributed earnings of foreign subsidiaries and foreign-corporate joint-ventures accounted for by; the':-,

_equity'method. Accordingly, taxes are prowded only on that amount of undrstnbuted eammgs iniexcess.

ofplanned reinvestments. - @ - L o, T R R
R I A R e Lots NIRRT Y 1',.':' B ST

Foreign Currency Translation The assets and l1ab111t1es of most subsrdlartes and associates are

translated at current exchange rates and any related translation adjustments are recorded directly in net

Parent investment.
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Owens-Brockway Glass Container Inc: - } N
NOTES '] 0 CONSOLIDATED FINANCIAL STATEMENTS (Contmued) T

3

Accounts Recewable| Recetvables are,stated at amounts estimated by:management fo, be the net - ¢ ~#
realizable value. The Company charges off accounts receivable when it becomes apparent based uponr
age or customer circutnstances that amounts will not be collected

S T CF TR el Dby e i* '
' Allowance for Doubtful Accounts :. The allowance-for, doubtful accounts is established through charges ¢
to the provision for. bad debts. The Company evaluates the,adequacy of the allowance for doubtful . )
accounts on a periodic basis. The evaluation includes historical trends.in collections and write-offs, 1 o
management’s Judgmf nt of the probablhty of collecting accounts and management’s evaluation of

- business risk. K _ : : b e e

]

New'Accounting Standards ,, In July 2006, the Financial Accounting Standards Board issued - .. - lﬂ e
Interpretation No: 48, (“FIN 487), “Accounting for Uncertainty in Income Taxes™. This interpretation was
issued to clanfy the accounting for unceftainty:in income taxes recognized in an enterprise’s financial " -..;,
statements in accordance with FAS No.:109; “Accounting for Income Taxes”. FIN 48 defines crltena that
an individual tax posmon must meet for any part of the benefit of that posmon 1o be recognized inan'» , .
enterprise’s financial $tatements and also includes requirements for measuring the amount of the benefit
to be recognized in thc financial statements. FIN 48 is effective for fiscal years begmmng after December
15, 2006, therefore the Company will adoptiits provisions effective as of January 1, 2007. The Company
has not yet determined the impact of adopting FIN 48 T P A N

P Y B O T ,".r., _43-}. .

In September 2006 the Fmanc1al Accounting Standards Board issued Statement of Financial - Accountmg ‘

Standards No: 157 (“FAS No. 157”) “Fair Value Measurements”. FAS No. 157 defines fair value, %..,
establishes a framework for measuring fair value in generally accepted accounting principles, and _ ;
expands disclosures about fair value measurements. -FAS No. 157 applies under. other: accountmg | st
pronouncements that. 1equ1re or.permit fair value measurements.. The statement does not require any,new -
fair value measurements. - The statement is effective; for fiscal years beglnmng after November 15, 2007...
" Adoption of FAS No. 157-is.not. expected to.have a material impact on the Company’s resultsof ~+ §
operattons or ﬁnanc1al posmon T T T ) RN
In February 2007, the F inancial Accounting Standards Board issued Statement of F inancial Accounting
Standards No: 159 (“I AS No. 159, “Fair Value Option for Financial Assets and Financial Liabilities —
Including an amendment of FASB-Statement No. 115”. FAS No. 159 permits entities to choose'to: /2
measure many: financial instruments and certain other items.at fair value. The statement.is effective. for
fiscal years beglnnmg after November 15, 2007. Adoption of FAS No. 159 is not expected to have a
material- 1mpact on th: Company s results of operations or. financial posmon TR SR

m -')' Vi

IO N

Partlclpatmn in OI Inc Stock Opnon Plans and Other Stock Based Compensatlon The Company

participates in the equity compensation plans of OI Inc. under which employees of the Company may be. .
granted options to pulchase commori shares of OI Inc., restricted common shares’ of OI Inc., or restricted
share units of OLInc. iz v es - L e o w T e CR e LT J,:w‘

waal ?'_‘._‘.-.‘ T T IR TSR g

1.

Stock' Optzons .“. T . : 3

A "",?,"'* ol .~‘r‘l' Y . R T 41“'““ v
For.options granted prlor. to March 22 2005,-no optlons may be exercnsed in whole or, in.part dunngl_the
first.ycar after the date granted. In general subject to accelerated exercisability provisions related to the ...
performance of Ol Iné:.’s-common stock or change of-control, 50% of the options become exercisable on ;
the fifth anniversary of the date of the option grant,.with the remaining 50% becoming exercisable on the ‘
sixth anniversary date: .of the option grant. In.general, options expire following termination of . - T
employment or the: day after the tenth anmversary date of the option grant o e N "',
B (R l,'-' .‘.:‘“ ' - . . -'.':',I:\‘j ot ,:

For OptIOIlS granted after March 21, 2005 no options may be exercnsed in whole or in part’ durmg the ﬁrst
year after the date granted In general subject-to-change in control, these options become exerc1sable =

o
i
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25% per year begmmng on the first anmversary In general, options exprre followmg termmatlon of

employment or the seventh anmversary of the optron grant,

LEd
The fair value of optlons granted before March 22, 2005, is amortlzed ratably over five years or a shorter
perrod if the grant becomes subject to accelerated exercisability provisions related to the performance of
Ol Inc.’s common stock. The fair value of options granted after March 21, 2005, is amomzed over the
vesting periods whrch range from one to four years. o

Restricted Shares . ' o g Y

Shares granted to employees prior to March 22, 2005, generally vest after three years or upon retiténient,
whichever is later. Shares granted after March 21, 2005, vest 25% per year beginning on the first
anniversary and unvested shares are forfeited upon termination of employment. - Shares granted to ,
directors vest on the third anniversary of the share grant or the end of the drrector ] then current termon
the board, whlchever is: Iater : : K : :

. RS £, -5"-4*,
The fair value of the shares is equal to the markef price of the shares on'the date of the grant The fair
value of restricted shares granted before March 22, 2005, is-amortized ratably over the vesting period..
The fair value of restricted shares granted after March 21 2005, is amortized over the vesting perlods
which range from one to four years :

Performanee Vested Res{rzctgd Share Units S R
. N . ) N . . PR . )
Restricted share units vest on January 1 of the third year following the yéar in which they are granted.
Holders of vested units receive 0.5 to 1.5 shares of OI Inc.”s common stock for each unit, depending upon
the‘attainment of consolidated performance goals established by the Compensation Committee of Ol .
Inc.’s Board of Directors. If minimum goals are not met, no shares will be issued. Granted but unvested-
restricted share units are forfeited upon termination of employment, unless certain retirement criteria are

met.

The fair value of each.restricted share unit is equal to the product of the fair value of OI Inc.’s common
stock on the date of grant and the estimated number of shares into which the restricted share unit will be
converted. The fair value of restricted share units is amortized ratably over the vesting period. Should
the estimated number of shares into which the restricted share unit will be converted change, an
adjustment will be recorded 1o recognize the accumulated difference in- amortlzatlon between the revised

v \ . . T oy .o FIR

Accountmg' P . s : o SR

Prior to January 1, 2006, OI Inc. accounted for these equity compensation plans under the recognition and
measurement provisions of Accounting Principles Board (APB) Opinion No.25, "Accounting for Stock
Issued to Employees”, and related interpretations, as permitted by FAS No. 123, , “Accounting for Stock-
Based Compensation” (FAS No. 123). As such, compensation cost for stock optrons was not recognized
in the Consolidated Results of Operations since all stock options granted had an exercise price equal to
the market value of the underlying commbon stock on the date of the grant. Prior to January 1, 2006,
compensation cost was recognized for restricted shares and restricted share units. Effective January I,
2006, OI Inc. adopted the fair value recognition provisions of FAS No. 123 (R), “Share-Based Payment”
(FAS No. 123R), using the modified-prospective method. Under this method, compensation cost
recognized after January 1, 2006 includes: (1) compensation cost for all share-based payments granted - -
through-December 31, 2005, but for which the requisite service period had not been completed as of*
Décember 31, 2005, based on the grant date fair value estimated in accordance with the original
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' -prov1510ns of FAS No. 123, and (2) compensation cost-for share-based payments granted subsequent to"
December 31, 2005, based on the grant date fair value estimated in accordance with the provisions of

FAS No. 123R

: : . .. .
As discussed in Note 11, costs incurred under these plans by Ol Inc. related to stock-based compensation
awards granted directly to the Company's employees are included in the allocable costs charged to the
Company and-other operatlng sub51d1ar1es of OI Inc on an mtercompany basis.
2.. Changes in Components of Working Capital Related to Operations Changes in the componerits.of
working capital related to operations (net of the effects related to acquisitions and divestitures) were as ‘
follows (the 2005 reccivables amount has been adjusted to conform to the 2006 presentation in relation to |
the European accounts reccivable securitization program): |

_ " 2006 2005 2004
Decrease (increase) i in eurrent assets T T ' e
"Receivables o § (17397 7§ (689 ' $ 157
Inventories _ _ (36.8) 58.1 ¢ 83.8
Prepaid expenses : 24 4.7 %2.4
Increase (decrease) in current liabilities: ' _ ‘
Accounts payable and accrued llablhtles (28.1) - 324 36.1
Salaries and wages . ' (13.8) (2.8) ’ (0.9)
U.8. and foreign income taxes - 28.5 66.8 (45.5)

$ (217 § 809 § 1816

3. Inventories Major classes of inventory are as follows:

] s 2006 2005
Finished goods ‘ _ - L $ 8250 $§ 7485
Work in process _ . 7.7 3.5
Raw materials o 93.8 749
Operating supplies 66.8 62.3
' $§ 9933 $ 8892

If the inventories which are valued on the LIFO method had been valued at standard costs, which
approximate current costs, consolidated inventories would be higher than reported by $20. 8 million and
$20.9 million, at Dece mber 31,2006 and 2005, respectwely '
Inventones which are valued at the lower of standard costs (Wthh approximate average costs), or market -
at December 31, 2006 and 2005 were approximately $859.3 million and $775.6.million, respectively,
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4. Equity Investments Summarized information pertaining to the

2006

2005

Company’s.equity associates follows:.

At end of year: foe
Equity in undistribqted eamings:
Foreign CR ' -8 203, $ 195+ d
Domestic ' ' L i5.9 176 ‘
Total $ 362 - § 37.1 -7
Y . . -2006 2005 2004 -
For the year: “" 5 Lot .l e BATE Y
Equity in earnings:.. ' L T e e 0. P
Foreign SREE SR 21.. 8 68 ' 15.2
Domestic 21.4 13.6 10.9
Total . . $. 235 ..%. 204, %, . 26.1
Dividends received $ 435 % 11.0 $ - 128
.i. i _.'i"' T
1. !i‘:.‘t
. - w Tt R
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5. External Long—Term Debt The followmg table summanzes the external long-term debt of the -
Company at December 31, 2006 and 2005:

K O aE I ' 2006 2005
Secured CreditlAgreement' ’ oy ' C , . By ‘{:_ _
Revolving Credit Facility:. . . ‘ ‘ -
- Revolving Loans . - .-« . <. . i3 .45.2 $ -1
Term Loans: N P e . o '
+Term Loan A (292.5 million AUD) . . . r 0 2315
Term Loan B - ' 195.5
Term Loan C (134.6 million CAD) 115.9
“Term Loan D (€195.5 million) - - S R ‘ 2574 -
Third Amended and Restated Secured Credit Agreement E R
Term Loans - : _ f -
Al TermLoan = C ot oo TR R ‘ 223.9
Bl Term Loan -7 " 7 oo o : T ) 220.8°
C1 Term Loan , — S : 185.6
C2TermLoan ' *° "% 7 1 e b - ' T 549

Accounts receivable securmzanon (mcluded in short term
loans at Dec. 31, 2006)

European program o ‘ , ':”‘ . i u n . 2318
Asra Pacific program. . o L e . - 80.6
Senior Secured Notes: . ' Cer ‘ , ’
8.875%, due200 . L e 850.0 1,000.0
775%,due20ll T s L . 450.0 . 4500
8.75%, due 2012 : . 6250 - 625.0

Senior Notes: T
8.25%, due 2013 : ‘ 440.8 436.6
6.75%, due 20145~ ... ¢ = e O : - 400.0° 400.0
.16.75%, due 2014( 225 million ot o e, 2962 267.0
Senior-Subordinated Notes: . Coee W . C L O
9.25%, due 2009 o 0.5
Other , 73.5 33.9
; | ‘ B S 3,981.0 © 42106
'L'ess amounts due‘ within one year - . - o e 244 - 2520
" External longtermdebt .~~~ . ' s 3956 8 39586

f . [ .
' ., Lot Lo v, cal . . .1

On June 14, 2006 the Company ] sub51d1ary borrowers entered into the Secured Credlt Agreement (the .
“Agreement”) Proceeds from the Agreement were used to repay all outstandmg amounts under the
previous credit agreement At Décember 31, 2006, the Agreement inclided a $900.0 million revolvmg
credlt facrhty, a 292 8 m1lllon Australian dollar term loan, and a 134.6 million Canadian dollar term loan,
each of which has a fmal maturrty date of June 15 2012, Tralso included a $195.5 million term loan and a
€195.5 mmiilion term Toan each of which have.a ﬁnal maturlty ‘date of June 14, 2013, The Agreement also
permits the Company, at its option, to refinance certain of its outstanding notes and debentures prior to
their scheduled maturity. The Company recorded $10 2 million of addrtlonal interest charges for the .

write: off of unamortrzed ﬁnance fees related to the early repayment of the prevrous credit agreement

| ) . ol
| ZEI i S - 12 P
i 4 14 . it . ST \ V. ~f !
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At December 31, 2006 the Company’s subsrdrary borrowers had unused credrt of $765.6 million available -
under the Agreement . i :

" The interest rate on borrowings under the Revolving Credit Facility is, at the Company’s option, the Base
. Rate or the Adjusted Eurodollar rate.” The interest rate on borrowings under the Revolving Credit Facility
also includes a margin linked to the Company’s Consolidated Leverage Ratio, as defined in the '
‘Agreement. The margin is limited to ranges of 1.125% to 2.0% for Eurodollar_ loans and 0.125% to'1.0%
for Base Rate loans. The weighted average interest rate on borrowings outstanding under the Agreement
at December 31, 2006 was 6.52%. While no compensating balances are required by the Agreement, the
Borrowers must pay a facility fee on the Revolving Credit Facility commitments ranging from 0.20% to
0.50%.

Borrowings under the Agreement are secured by substantially all of the assets of the Company’s domestic
subsidiaries and certain foreign subsidiaries, which have a book value of approximately $2.4 billion. .-
Borrowings are also secured by a pledge of intercompany debt and equity in most of the Company’s
domestic subsidiaries and stock of certain foreign subsidiaries. All borrowings under the agreement are

- guaranteed by substantially all domestic subsidiaries of the Company for the term of the Agreement.

The Agreement contains covenants and provisions that, among other things, restrict the ability of the
Company and its subsidiaries to dispose of assets, incur additional indebtedness, prepay other
indebtedness or amend certain debt instruments, pay dividends, create liens on assets, enter into
contingent obligations, enter into sale and leaseback transactions, make investments, loans or advances,
make acquisitions, engage in mergers or consolidations, change the business conducted, engage in certain
transactions with affiliates and otherwise restrict certajn corporate activities. In addition, the Agreement
contains financial covenants that require the Company to maintain specified financial ratios and meet
specified tests based upon financial statements of the Company and its subsidiaries on a consolidated
basis, including minimum interest coverage ratios, maximum leverage ratios and spe01f'1ed capital
expenditure tests.

During July of 2006, a subsidiary of the Company used borrowings under the Agreement to repurchase
$150.0 million principal amount of the 8.875% Senior Secured Notes due 2009. During the third quarter,
the Company recorded $7.3 miltion of additional interest charges for note repurchase premiums and the
related write-off of unamortized finance fees.

During the fourth quarter of 2005, the Company expanded the capacity of its Eurobean accounts
receivable securitization program from €200 million to €320 million to include operations in Italy and the
United Kingdom. The accounts receivable securitization program provides lower costs of financing than
traditional bank debt.-The terms ofithis expansion resulted in changing from off-balance sheet to on-
balance sheet accounting for the program by consolidating both the accounts receivable in the program
and the secured indebtedness of the same amount. Cash inflows related to receipts from customers in
payment of the accounts receivable consolidated at December 13, 2005 have been classrﬁed as mvestmg
cash inflows i in the accompanying Consolrdated Statement of Cash Flows. )
During October of 2006, the Company entered into a new €300 million European accounts recewable
securitization program. The new program replaces the previous European program, described in the _'
preceding paragraph which was set to termrnate in October 2006.

At December 31, 2006, the European program had a balance of $195.0 million, and the Asia PaCIﬁC

program had a balance of $84.4 million récorded in short term loans. The interest rate on the accounts
receivable securitization program is a local short term varrabrle rate plus a margin over the variable rate of
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0.70% for the European program and 0.85%.for the Asia}:,Paciﬁc program. The weighted average interest
rate on borrowings under the European prograrh was 4.81% at December 31, 2006. The weighted '
average interest rate on borrowings under the:Asia Pacific program was 7.43% at December.31; 2006:
These programs have maturity dates ranging-from January of 2008 through October 0of:2011. - £

Annual matﬁritiés for all of the Company’s 'l-ong—term debt through 201 1.are as follows:. 2007, 324.4 -
million; 2008, $9:1 million; 2009, $883.0 million; 2010, $53.7 million; and 2011, $620.1'million. -

Interest paid in cash, including note, repurchase premiums, aggregated $380.0 million for 2006, $3652 -
million for 2005, and $434.7 million for 2004. : o Cooe T -

Fair values at December 31, 2006, of the Compaﬁy’s_ significant ﬁ-xed rate debt obligations weie as - -

follows: - ‘ , cooe S "
o . .. Principal Amount Indicated ., .Fair Value Hedge Value
: (millions of. © Market (millions of . (millions of °
_ ‘ . - T "dollars) Price’ = - dollars) dollars)
Senior Secured Notes: - T B P o : ‘
8.875%, due 2009 : $ 8500 10252 $ 871.4 \
 7.75%,due201l .. - 45007 103.50 4658
8.75%, due 2012, S0 6250 10625 T 7 el -
Senior Notes: - I ' . p
8.25%, due 2013 . .« - 4500 ... 10325 4646 § | 440.8
6.75%, due 2014 _e 40007 4. 9775 '391.0, '

 6.75%, due2014 ( 225 million) LY 2962 9975 2955

6. Operating Leases Rent expense attributable to all warehouse, office buildings, and equipment
operating leases was $75.7 million in 2006, $66.5 million in 2005, and $66.3 million in'2004. Minimum
future rentals under operating leases are as follows: 2007, $42.2 million; 2008, $30.3. million; 2009,:.
$22.9 million; 2010, $16.9 million; and 2011, $7.4 million; and 2012 and thereafier, $82 r'nillion_. . -

7. Foreign Currency Fransactions. Aggregate foreign currency exchange gains (losses) included in

* other costs and expenses were $(1.0) million in 2006, $2.8 million in 2005, and $(1.4) million in 2004.-

8. Derivative Instruments At Dég‘:embe_r, 31, 2006, the ACo‘mpa-ny had the following derivative

instruments related to its various hedging programs: .

e ; i, . N R

Hedges of Debt ~~ o I I -
Certain of the Cprrllpany’s stibsidiaries have entered into short term forward exchange contracts which
effectively swap intercompany loans to other subsidiaries that are denominated in the functional currency -

. ~ of the borrowers. , These contracts swap the principal amount of loans and in some cases they swap the

related interest. O
The Corﬁps-m_y recognizes the above derivatives on the balance sheet at fair value.. Accordingly, the”
changes in the value of the swaps are recognized in currént earnings and are expected to substantially

. offset any, exchange Fate gains or losses on the related nonfunctional currency loans." For the year ended '

December 31, 2006, the amount not offset was not material.

. . . . -
! . o . - e L5 L
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]nterestRateSwapsDeszgnatedasFazr ValueHedges, T S R T AL S

gt 4. e . .
."‘.s' A "'" . Wt oy,

_ In the fourth quarter. of 2003 and the first quarter of 2004, thé: Company entered into a series of i 1nterest

* adjustment of 1 mterest expens¢ during each six-rnonth’ period over thé térm of the agreemerit. ;

rate swap agreements with a total notional amount of $1.05-billion that mature from 2007 through 2013.
The swaps were executed in order to: (i) convert a portion of the senior notes and senior debentures fixed-
rate debt into floating-rate debt; (ii) maintain a capital structure- contarnlng appropriate. amounts of fixed

and floating-rate’debt; and (iii) reduce net interest payments and éxpense’in the near-term.” * ST

The.Company’s,ﬁxed~t0-variable interest rate swaps are accounted for as fair value hedges: Because the .
relevant terms of the swap agreements match the corresponding-terms of theinotes; there is no.hedge " -
ineffectiveness. Accordingly, the Company recorded the net of the fair market values of the swaps as a

long-term liability along with a corresponding net decrease'in the:carrying value of the hedged debt. " 1.

.
\ it

Under the swaps;:the Company receives.fixed rate interest-amounts (equal to interest on the
cortesponding hedged note) and pays interest at a:six-month U.S. LIBOR rate (set in arrears) plus a
margin spread (see table below). The interest rate differential on each swap is recognized as an

[ by

. by o4 P s
The followmg selected 1nf0rmatlon relates to fair value swaps at December 31, 2006 (based ona .

. v

1

" projected U.S. LIBOR rate of 5. 15 15% based on rates at December 31, 2006): BRI EPREE '

*

Average ' Asset nn
‘ - Amount - . Receive Average-’ .+ (Liability)
JURAE . * Hedged . Rate Spread * i<tRecorded
B L e A N N
Ol-Inc.-public notes swapped by the company through i mtercompany loans B IR T VU PR
Senior Notes due 2007 $ 300.0° 8.10% A% 8 - (18)
Senior Notes due 2008 Coom e 25000, L T85% . e L 1 35% s i (43):
Senior Debentures due 2010 CaRRoa T 2500 e 7.50% vt 3% e o n (58
" N T s a0 s
NoteswsuedbyOBGC . o . e ;l ; i,' ‘ .! SRt
A M VLT L we LR 1 S A S oo . -
Senior Notes duc 20]3 ' 250.0 . 825% ;- C 3% 94 -
Totdl - f- A4 oo eg ] 050.0° Lt HEL T g 213)
B A ' i L ANE L KRN R t;'.:;_-.:-_—"_"?]_—:f:é-‘;'.
Commodity Hedges . CL i , - : ' o e
e . . H g0 st b f", S PR PO Gy oea g b

The Company enters into commodity futures contracts related to forecasted natural gas requrrements, the '
objectives of which. are to limit the effects of fluctuations in the future market price paid for natural gas
and the related volatility in cash flows. The Company continually evaluates the natural gas market with
respect to its forecasted usage requ1rements over the next twelve to twenty- -four months and penodlcally ‘
enters 1nto commodrty fumres contracts in order to hedge a port1on of'i 1ts usage requrrements over that
penod ‘At Deceinber 31, 2006, the Corpany’ had entered ifito commodrty futures contracts for i
approx1mately 57% (approximately 13,450,000 MM BTUs) for the'full year of 2007 and approxrrnatcly
9% (approximately 2, 160 000 MM BTUs) for the full year of 2008.

The Company accounts for the above futures contracts on the balance sheet at falr value Thc eﬁ'ecttve .'
portion of changes in the fair value of a derrvatrve that is desrgnated as, and rneets the requrred crttena
for, a cash flow hedge is ‘recorded in OCI and réclassified into earnings i the sarne pertod or perrods '
during which the underlying hedged item affects eamings. Any miaterial portron of the change in the fair |
value of a derivative desrgnated asa cash flow hedge that is deemed to be ineffective is recognized i in
current earnings.
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C ety e e e T, LN 4 LA [ it [ I

The above futures contracts are accounted for as cash ﬂow.hédgés at December 31,2006, . " . .

At December 31, 2006, an umecogqi?cd loss of $32.8 million (pretax and after tax), related to the
domestic commodity futures contracts, was included in OCI, which will be reclassified into earnings over
the next twelve months. The ineffectiveness related to these natural gas hedges for the year ended
December:31,,2006 was not material. | |

Yo .

v
e e e s Chee e wewe maer —- A e . PR
Q!

. oy V- o P . .
‘ . L Bl ) ' : RN O

Othe{: ﬁedges . .
- . [ - . . . . .
' . Wy : . ,

The Company’s subsidiaries may.enter into short-term forward exchange or-option agreements to
purchase-foreign currencies at set rates in-the future. These agreements are vsed to limit:exposure-to .
fluctuations in foreign currency exchange rates for significant planned purchases of fixed assets or
comirmodities that are denominated in currencies other than the subsidiaries’ functional currency.
Subsidiaries may also use forward exchange agreements to offset the foreign currency risk for receivables
and payables not denominated in, or indexed fo, their functional currencies. The Company records th:f’:se_
short-term forward exchange agreements on the balaricesheet at fair value and changes in the fair value . -
are recognized in current earnings. ) . . ' . .

oo

' Balance Sheet Classification ¢ : i

_—— [ e - - - - . - - -

o oo - AR e N LWL
The.Company records the-fair values of derivative financial instruments on the balance sheet-as. follows:..
(1) receivables if the ifistrument has a positive fair value and maturity within one year, (2) deposits, -
. receivables, and (,)_th'qy_ as_éets if the instrument has a positive fair value and maturity after ong year, (3)
accounts payablé and Other ecriied liabilities if the instrument has a negative fair value and matyrity |
within ‘on¢’year, and (4) othér liabilities if the instrument has a négative fair value and maturity after one
R F R ol ’ o - o i . .
year. ‘ : :

i

. - . . . . .
1 . [ R e ) L. + T

e LA T e ae

9. Accumulated Other Comprehensive Income (Loss) The components of comprehensive income ’
(loss) are: (a) net earnings (loss); (b) change in fair value of certain derivative instruments; (¢) adjustment
of minimum pension liabilities; (d)-adjustment to adopt FAS No. 158; and, (¢) foreign currency - - —

translation adjustments. The net effect of exchange rate fluctuations generally reflects changes in-ther

. elative strenigth of the U.S. dollar against major foreign currencies between the beginning and end of the
year. o e

+ 1 - . o

" ot A S - e "
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The followmg table lists the begmnmg balance, yearly actmty and endmg balance of each component of
accumulated other comprehensive i income (1oss) 3 A :

oL Change in Change'in ‘Ac_ljustment .
B _ - Minimum * ~ Certain to initially - . * Total" -
' Net Effect of "Deferred Tax ' Pension Derivative  apply FAS- ~ Aécumulated
'.'Eichange Rate, * Effectfor + - Liability - - Instriiments No. 158  Comprehensive
Fluctuations Translation  (netoftax) . (netoftax) (netoftax) :- Income (Loss); -
Balance on Jan, 1, 2004 3 (110.0) : b ‘21.5 $ (108 % 160 3 ot $ (198.3)
2004 Change 303.5 (8.7 .(44.6) (1.6) ‘ 248.6
Translation effect . - 900 . 9.0
Tax effect - 8T, VX 86 °
Balance on Dec 31, 2004 193.5 128 (138.3) . - (0.1 LT 679 ',
2005 Change (290.5) Coo1s, s L 277.7)
Translation effect (14.8) - {14.8}
. Tax effect 0r 92 ., I 9.3
* Balance on Dec. 31, 2005 F 970y 128 (1455 14.4 . 2153y ¢
2006 Change 284.9 ' 55.0 (49.3) {(71.0) P '2]9l6
Translation effect (17.6) (17.6}
‘Tax effect (14.8) ‘236 88
Balance on Dec. 3I,I2006 $ 187.9 3 12.8 (349) $ @474) § (4 5)

$ 029 3

~

10. Income Taxes Deferred income taxes reﬂect (1) the net tax effects of temporary dlfferences _
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts. . .
used for i income tax purposes and (2) carryovers and credits for income tax purposes. Significant ’

components of the Company s deferred tax assets and liabilities at December 31,2006 and 2005 areas

follows:
" 2006 2005
Deferred taxr,assets:. v N ' ' L N R
Tax loss carryovers L . ; 5 . 289.5 % 2592
-Capital loss carryovers ' ‘ . 344 : 30.3
Accrued postretirement benefits - 234 19.8
Other, prificipally accrued habthnes 239.0 2127
Total deferred tax asséts 5863 . 522.0
Deferred tax liabilities: S
_ Property, plant and equipment . . 2429 204.2
Inventory C 218 27.6
QOther . 64.7 75.6
Total deferred tax liabilities 3294 307.4
Valuation allowance o _(264.9) (349.7)
Net deferred tax liabilities $ 8.0 . $ (135D
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Deferred taxes are included in the Consolidated Balance Sheets at December 31; 2006 and 2005 as

follows:
2006 2005
Prepaid expenses ' $ 15.7 $ 3.7
Deposits, receivables, and other assets - ‘ 130.1 94.1
Deferred taxes : (153.8) (232.9)
Net deferred tax liabilities C - $ (8.0) $  (135.1)
+ The provision for income faxes consists of the following:. :;
2006 2005 2004
Current: - .
U.S. Federal . 3 - g - -8 -
State . 0.3 0.3 02
Foreign 113.1 133.4 97.5
113.4 133.7 - 97.7
Deferred: ‘
U.S. Federal : ' ) 12.9 1.7 18.5
State - . (3.6) 8.0 13.1
Foreign N T (12.8) (20.2)
| | | 254 @) 4
Total: - o :
U.S. Federal - 129 1.7 18.5-
State . (3.3) 83 133
. Foreign ° . 129.2 120.6 2713
N s 1388 § 1306 § 1091

The provision for income taxes was calculated based on the following components of earnings (loss)

before income taxes:

PR

2006 2005 2004
Domestic ' $  (119.1) $ (20.7) $ 25.3
Foreign - ' 452.6 . (35.2) 404.4
$§ 3335 $ . (559 $  429.7°
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Income taxes paid (recewed) in cash were as follows: . . 4 « - 5 -+ L e
| | 2006 - - 2005 2004 7
.Domestic T ' $ (0.4) s - $ 0.2

Foreign. S S 1268 . 1129... ... 958

$ 1264 §. 1129 % - 960

A reeonc1liation of the prov1sxon for income taxes based on the statutory U.s. Federal tax rate of 35% to.
the provmon for income taxes is as follows:. _, . en = Cm e
2006 2005 2004

Tax provision (benefit) on pretax earnings (loss) at statutory C o BT T e
"U.S. Federal tax rate . $ 116.7 $ (196) % 1504

Increase (decrease) in prowsmn for income taxes
due to:'- -

“Valuationallowanee - US. T T T T 0T T4esT T 70 07 o
Reversal of non-U.S. tax valuation allowance , a (34.7) , ‘
Restructuring charges B R ] Co212 o '

(Goodwill impairment BT . 1729 e
iStaté taxes, net of foderal benefit e A (03 . 25 L. 36 -
‘Rate differences on non-1.S; eanungs X (on . Q225 (24.6)

- Ausu’aliantaxconsohdanon R R RS (28) .-+ (33D~
‘Adjustment for non-U.S. tax law changes ' . : “(1.6) (?.1)'
(0ther itermns - . . S W 02 &k 28

Provision for income taxes v $ 1388 $ 1306 $ 10907

The Company is included in Ol Inc.’s. consohdated tax retums Ol Inc has net operating I losses, capital
losses, altérnative minimum tax credits, and Tesearch and development credits avatlable to offset future :
U:S. Federal income tax. - Coen o ,
At December 31, 2006, the Company’s equity in the undistributed earnings of foreign subsidiaries for .
which income taxes.had not been provided approximated $1,747 4 million. It is not practicableto-- - -
estimate the U.S. and foreign tax whichi'would be payable should these eamings be distributed. :

11. Related Party Transactions Charges for administrative: sérvices are allocated to the Company by
OI Inc. based on an annual utilization level. Such services include compensation and benefits ' "
administration, payroll processing, use of certain general accountmg systems audltmg, income tax
plannmg and compliance, and treasury services. G e e
Allocated costs also mclude charges associated with Ol Inc.’s equity compensation plans. A substa‘ntial Lo
number of the options, restricted shares and restricted share.units granted under these plans have been .. _ .
granted to key employees of another subsidiary of QI Inc., some of whose compensation costs, including o
stock-based compensation, are mcluded inan alloeatton of costs to all: operating subsidiaries-of Ol Inc.; -+
including the Company. .

Management believes that such transactions are on terms no less favorable to the Company than those that
could be obtained from ‘unaffiliated thlrd parties
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The following'infcnnation summarizes the Company’s significant related party transactions: - * .

Years ended December 31,

T T } T 2006 _ 2005, ; 2004 ..
Revenues: . G e e e
. Sales to affiliated compames $ 0.5 $ 0.7 g .. 4.7
Expenses: : S e
Administrative services et 288 e 199 L e 156
Corporate managemént fee , : 27.1 . 234 ¢ e 18.0
Total expenses - .. - $ 52.6 $ 433 ni. 8 33:6
' ’ R
The above expenses are recorded in the statement of operations as follows: .- b Co !
i, " Years ended December 31 R
‘ T T T n e~ 2006 2005 2004~ S
. Costofsales - - =~ - « <o e ooa- - § 26~ $ - 177 ~ $- 137 -
Selling, general, and. - - R o
-adminstrative-expenses-- - ~m wowmos owoses o 30.0..s - 256 v - 199
Total expenses : ‘ 3 52.6 3 433 3 33.6

A BT R R TE SR L v T o Coen et
lntercompany interest is charged to the Company from OI Inc based on mtercompany debt balances. An
interest rate is calculated monthly based on Ol Inc’s total consolidated monthly external debt balance and
the related intérest expense, including finance fee ‘amortization and commitment fees. The calculated rate
(8.9% at December 31, 2006) is applied monthly to the intercompany debt balance to determine
intercompany interest expense. e

12. Pensnon Benefit Plans The Company participates in Ol Inc.’s defined benefit pension plans for '
substantially all employees located in the United States. Benefits generally are based on compensatron
for salaried employees and on length of service for hourly employees. Ol Inc.’s pollcy is t6 fund | pensron
plans’ such that sufﬁment assets will be available to meet future benefit requirements. lndependent‘ 4
actuaries determine pcnsron costs for each subsidiary of OI Inc. included in the plans; however, *
accumulated benefit obligation information and plan assets pertammg to each subsrd1ary have not been
separately determined: As such, the accumulated benefit obligation and the plan assets related'to the'
pension plans for domestrc employees have been retained by another subsrdlary of Ol inc. Net credits to
results of operations { for the Company’s allocated portion of the domestic pension. costs amoumed to $7 7

million in 2006, $21.5 million in 2005, and $20.8 mrlhon in 2004.

P |

Ol Inc. also sponsors several defined contribution plans for all salaried and hourly U.S. employees of the
Company. Participation is voluntary and part1c1pants contributions are based on their compensation. Ol
Inc. matches contributions of participants, up to various limits, in substantlally all plans. Ol Inc. charges
the Company for its share of the match. The Company’s share of the contributions to these plans
amounted to $5.5 million in 2006, $5.2 million in 2005, and $4.9 million in 2004.

The Company’s subsidiaries in the United Kingdom, the Netherlands, Canada, Australia, Germany and -
France also have pension plans covering substantially all employees. The following tables relate to the
Company’s principal defined benefit pension plans in the United ngdom the Netherlands, Canada
Australia, Germany and France (the International Pension Plans).

The Intematronal Pension Plans use a December 31 measurement date.
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The changgs in the International Pension Plans benefit-obligations for the year were as follows: . |

‘ . 2006 2005
Obligations at beginning of year. S § 14477 $ 1,4173
Change in benefit obhgatlons : " -
© Seérvice cost . o - 28.1 o230
“Interest cost ' ‘ .69.1 68.4
. Actuarial (gain) Ioss including the effect of change in discount rates (73.8) - 118.7
Participant contributions ) o . - 2100 94
Benefit payments 3 o _ ; o (70.7) (65.4)
_Plan amendments _ ) R T o (7:2)
Foreign currency translatmn SR e 137.2 (123.7)
Other T 4.0
Net increase in bpneﬁt obligations 96.7 . 30.4
Obligations at end of year S S $ 1,5444. . § 14477

- The changes in the fair value of the International Pensiqﬁ Plans’ assets for the year were as-follows:

L . 2006, . 2005

Fair value at beginning of year " ** _ e 8§ 1,068.6 $ ' 1,008.5
Change in fair value:
Actual gain on plan assets i o o 71.0 : 162.1 .
Benefit payments o n (70.7) - (654)
Employer contributions S S 65.8 : 394
Participant contributions — L C100 0 94 7
Foreign currency translation o _ T 1026 (854).
. Net increase in fair value of assets” e 187 601 '
Fair value at end of year - : T $ 12533 ° $ 10686
-3 3
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The funded status of the International Pension Pla'n'sfat year end was as follows:

"y . -,
Ve - ‘ . f

U A . ,..1.:. . 2006 . '.2m5
Plan assets at fair value SRR $ 1253 $ 10686
Projected benefit obligtions SR : 1,544.4 1,447.7
| Planassetslesstlwnmqectedbmeﬁt obligations -~ (291.1) (379.1) *
o ltensnctyetrecogmzedmpemmexpense _ , T
Actuarial loss - _ ' : 2442 2825
Prior service cost .- ) : E - ) (92) e 140 ..
. L5000 2965
Netamount recognized S s @6 S (6

The net amount recogmzcd is mcluded in the Ccnsolldated Balance Sheets at December 31, 2006 and
2005 as follows:

2006 .- 2005

3T e § 1T

Prepaid pensmn : $

Current pension liability, mcluded w1th Other accrued liabilities - an" ‘

Noncurrent pension liability, included with Pension benefits - NGRS (163.2). -

Additional minimum pension liability, included with Other liabilities C (143,

Intangible asset, included with Deposits and other assets 94

Accumulated othér comprehensive income . 2350 . 197.8
Net amount recognized , $§ (561 - % (826)

The accumulated benefit obligation for all defined benefit pension plans was $1,393. 2 million and
$1, 288 3 million at December 31, 2006 and 2005, respectively.
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| . . . . * - . T N
I ] The components of the International Pension Plans’ net-pension expense.were as follows: g
e o SO 2006 T 2005 2004
' Servicecost. ... e b 28l L2801 . $.. 230.. LS. L203.
Interest cost, - S C . 091 684 ., 070
Expected asset refurn Co R (81.5) . (75'.,01)7 . (62 5)
Amortization: ~ -~ it desekteadhe R P
Prior service cost 1 02k a0 1.6
Loss L8 8T e, 779
Netamortization 16.0 10.4 195
Net eXpense-: - - ~wmwwers  on mome s e w3170~ 268 - §o- - 2435

Amounts that w111 be amortlzed frorn accumulated other comprehenswe income 1nto net penslon expense

Ll

durmg 2007:
.- : . R TR S TH ¥ a0, b Ny
. . . R T
Amortization: .
Loss . $ 11.1
Prior service cost , (0.1}
" Net drfiortizatiohi VT T e e e e et TTUTTET 110
T T N N (TN Y ‘

The! followmg 1nformat10n is for plans w1th prOJected Benefit obhganons’m excéss of the fait value of*

planassetsatyearend R L e A SR AL AR AT
: N I L."' r' "' . RN
R ot ‘ R 2006 2005
ijected beneﬁt obligatlons | o o s e e ‘5 l 065 4 , $ l ,353. 2
Fair value of plan assets . i st e e e La4e 961 2.

1 i
el

plan assets at year end:

w' . [0

S PO PR LI R T

1

" The following mformatton 1s for plans with accumulated. beneﬁt obllgatlons in excess of the falr value of

Fair value.of plan assets-

2006 2005
Accumulated benefit obligations $ 1,0654 $ 8763
962.7 621.5
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The wéighted average assumptions used to determine benefit obligations were as follows:

2006 2005
Discount rate S - 4.92% 4.57%

Rate of compensation increase : 3.34% 3.718%

The weighted average assumptions used to determine net periodic pension costs were'qs.follows:'_ )

2006 2005 2004
Discountrate” , 451%  515% 5.68%
Rate of compensation increase L 3T8% 341%  "73.86%
Expected long-term rate of return on assets 7.15% 7.15% " 1.35%

¥ 4

. e 1 3
Future benefits are assumed to increase in a manner consistent with past experience of the plans, which,
to the extent benefits are based on compensation, includes assumed-salary increases as presented above.
Amortization included in net pension expense is based on the average remaining service of employees.

As of Dec_efnbér 31, 2006, the Company adjusted the m-inim‘um_ pension lia.bility..for the pension plar_l_';in
the United Kingdom from the minimum liabilities recorded in 2002, 2003, 2004 and 2005. Pursuant to
this requirement, the Company decreased the minimum pension liability by $38.5.million and decreased

accumulated other comprehensive loss by $38.5 million.

As of December 31, 2006, the Company adjusted the minimum pension liability for the pension plan in
Canada from the minimum liabilities recorded in 2002, 2003 and 2004. _Pursgant‘tg,tﬁis requirement; the .
Company decreased the minimum pension liability by $9.7 million and decreased accumulated other

- comprehensive loss by $9.7 million. ; . . . '

As of December 31, 2006, the Company adjusted the minimum pension liability for the pension planl in .
Germany from the minimum liabilities recorded in 2005. Pursuant to this requirement, the Company
decreased the minimum pension liability by $6.8 million and decreased accumulated other comprehensive
loss by $6.8 million. , _ ‘ -

The Company adopted the provisions of Financial Accounting Standards No..158 (“FAS No. 158”),. ‘
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans™ as of December

. 31,2006. ' FAS No: 158 requires employers to adjust the Assets and liabilities related to defiried benefit -
plans so that the amounts reflected on the balance sheet represent the overfundéd or underfunded status of
the plans. These funded status amounts are measured as the difference between the fair value of plan  ~
assets and benefit obligations as of the balance sheet date. For pension plans, the fair value of plan assets
is compared to the Projected Benefit Obligation (“PBO”). .In the Company’s case, the required |
adjustments resulted in a non-cash charge to the Accumulated Other Comprehensive Income component
of net parent investment. o ' . :

I
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| The following table shows the impact on the balance sheet of applying FAS No. 158 at December 31,
2006 (dollars in millions):

Adjustments
to apply FAS
No. 158
Increase .
= (decrease)
Prepaid pension ‘$ 10.3
Intangible asset, included in Deposits, recewables T )
and other assets : 5.0
Deferred tax asset, included in Deposits, receivables, '
and other assets 224
Current pension iiability, 1ncluded in Other
accrued liabilities _ - ‘ 17
Deferred taxes . ‘ o 05
Noncurrent pension liability; included in Other
liabilities ' 59.5
Accumulated other comprehensive income (loss) P (44.0)

For 2006, the Company’s weighted average expected long-term rate of return on assets was'7.15%. In
developing this assumption, the Company evaluated input from its third party pension plan asset
managers, including their review of asset class return expectations and long-term inflation assumptions.
The Company also considered its historical 10-year average return (through December 31, 2005), which
was In line with the expected long-term rate of return assumption for 2006..

The weighted average actual asset allocations and weighted average target allocation ranges by asset
category for the Company’s pension plan assets were as follows:

Target.
| Actual Allocation Allocation
Asset Category 2006 2005 Ranges
Equity securites T R 64% 64% 59-69%
Debt securities - 29% 29% 24-34%
Real estate . 6% 7% 1-11%

Other - 1% 06%
Total - . 100% . 100% |

It is the Company’s policy to invest pension plan assets in a diversified portfolio consisting of an array of
asset classes within the above target asset allocation ranges. The investment risk of the assets is limited °
by appropriate diversification both within and between asset classes. The assets are primarily invested in
a broad mix of domesti¢ and international equities, domestic and international bonds, and real estate,
subject to the target asset allocation ranges. The assets are managed with a view to ensuring that
sufficient liquidity will be available to meet expected cash flow requirements.

The Company expects to contribute $53.9 million to its defined benefit pension plans in 2007,
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The following estimated future benefit payments, which reflect expected future service, as appropriate,
are expected to be paid in the years indicated:

Year(s) Amount | o
2007 - $ 73.6 -
2008 74.1
‘ o © 2009 77.0
; 2010 786 .
2011 - A 87
2012 - 201 449.6

LR

w - -

13, Postretirement Benefits Other Than Pensions Ol Inc. provides certain retiree health care and life
insurance benefits covering substantially all U.S. salaried and certain hourly employees and substantially
all.émployees in Canada and The Netherlands. Employees are generally eligible for benefits upon
retirement and completion of a specified number of years of creditable service. Independent actuaries
determine postretitement benefit costs for each subsidiary of OI Inc.; however, accumulated
postretirement benefit obligation information pertaining to each subsidiary has not been separately
determined. As such, the accumulated postretirement benefit obligation has been retained by another
subsidiary of OI Inc. : - '

The Cpr‘npany’s_net'pe'riodic postretirement benefit cost, as allocated by OI Inc., for &Qmesii}: employees
was $14.7 million, $14.5 million, and $25.9 million at December 31, 2006, 2005, and 2004, respectively.

The Company’s subsidiaries in Canada and the Netherlands also have postretirement benefit plans

covering substantially all employees. The following tables relate to the Company’s postretirement benefit
plan in Canada and the Netherlands (the International Postretirement Benefit Plans)..
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The changes in the International Postretirement Benefit Plans obligations were as follows: g
S 0060 v 2005

Obligations at beginning of year " _ T8 . 10008 874
Change in benefit obligations: :
Service cost - vy 1.9 1.9
Interest cost ' 4.2 4.6
Actuarial loss, including the effect of changing discount rates . 9.5) 93
Curtailments _ o (18.8)
~ Benefit payments . .. . .| o e L. (3.0 (2.5)
Foreign currency translation 2. . (0.7
' Net change in benefit obllgatlons L R R (23:1). - .+ "12.6
Obligations at end of year * 'I"' ' S ST s 769 $ "100.0
The funded status of the International Postrctiremer‘lt"]l?»er.leﬁ't"l?lans at j{e;ir end was as folle:'fs: """""" .r- '
Lo e e 0060 008
Postretirement benefit obligations $ 76.9+*$ 1, 100.0
Items not yet recogmzed in net postretlrement benefit cost: . e e
Actuarial loss ' ce ‘ L Ee T (159
Net amount recognized . L S5 725 ${ 841,
R A i - e e D LG wa d
’ i "}:"

The net amount recogmzed is mcluded in the Consohdated Balance Sheets at December 31, 2006 and
2005 as follows:

2006 2005
Current nonpension postretirement benefit, included with
Other accrued liabilities ‘ ' $ 32 $
Nonpension postretirement benefits - 73.7 . 851
Accumulated other comprehensive incorme 4.4
Net amount recognized $ 72.5 $ 85.1

The Company s nonpension postretirement benefit obllgatlons are included with other long term
liabilities on the balance sheet.
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The components of International Postretirement Beneﬁt Plans net postretirement benefit cost were as*

follows SR R A P e el L o o n L T
*’ Cets NE R PN o T ' v 2006 ot J 2005 .l .
Service cost . ’ $ .19 8.0 19
Interest cost ‘ - 42 - 4.6
Curtailment 1, .. ST T (A NN Ce o (15.9) - _
Other -« 7 s b 00 0 e bt ST | X : ST UNE T
[ ST VR TR B o © . o .
Amomzatrom [ e e, oy L - o
Loss™ © oL T e S oL, o (02)
- :’-.r["_‘.m‘ \ el . ."{"_“;,“ o s i r,'-' Y, W oe l Lt
Net posttetirement benéfit cost ' ' i '8 (10.2) '$ 6.3
I L L P SRS BN LR J N oo e L e L .. r, . . e
R L S A NP S

The weighted average discount rate used to determine the accumulated postretrrement benefit obllgatron
was 5.4% and 4.8% at December 31, 2006 and 2005, respectively. :

The weighted average dlscount rate used to determme net postretirement benefit cost was 4.8% at
December 31, 2006, 5.4% at December 31 2005 and 6. 0% at December 31, 2004

The weighted average assumed health care cost trend rates at December 31 were as follows - RN
: o 2006, L 2008
Health care cost trend rdite assumed for next year L 8.68_%’_“’" N "'6.74%
Rate to which the cost, trend rate'is assumed to decline P ' B
(ultrmate trendrate), o e 488% ., 481%
Year that the rate reaclil_es‘_tlieﬂultlr_nate tendrate 2009 2009
SRR T T I ST B RS AT T AT (L '.'.A"I St "-._‘. Yooge A
- Assumed health care cost trend ratés affect the amounts reported for-the postretirement benefit plans. UA
one- percentage-pomt change in assumed health care cost trend rates would have no srgnlﬁcant 1mpact on . -
total service:and intérest cost or on accumulated postretirement benefit obhgatrons SR b
T . LT P | !

" The following estimated future beneﬁt payments which reﬂect expected future servrce as appropnate

are’ expected to be pald in’ ‘the -years md1cated e " ‘
e . 1’# (S L . e w PRI KX SR A P T R S PN
. : -t
‘Yean(s) : Amount , .
L T BOE R N DU
2007 $ 3200 s -;,‘:!’:"r
2008 ) _ : 33 L '
ISR T A P 2009 R . v 33 R
BRI T I S TR T —.2010 R N L JTY e 35 0 g o
7 i 2011 . 37 4 oo .
2012-2016 | . 21.3 ' X
———— T A PR ‘-_— BRI R AN

i T rEEEE TS
e ! ‘.

Benefits pr0v1ded by DI Inc for certam hourly retrrees of the Company are determmed by collectlve
i 3
bargaining. Most dther domestic hourly retirees receive health and life i msurance beneﬁts from a multi-

187



Owens-Brockway Glass Container Inc. .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued)

employer trust established by collective bargamrng. Payments to the trust as required by the bargaining
agreements are based upon specified amounts per hour worked and were $6.6 million in 2006, $5.7
miltion in 2005, and $5.7 million in 2004, Postretirement health and life benefits for retirees of foreign
subsidiaries are generally provided through the national health care programs of the countrres in which

. the subsidiaries are located.

FAS No. 158 requires employers to adjust the assets and liabilities related to defined benefit plans so that
the amounts reflected on the balance sheet represent the overfunded or underfunded status of the plans.
These funded status amounts are measured as the difference between the fair value of plan assets-and
benefit obligations as of the balance sheet date. For other postretrrement benefit plans, the fair value of
plan assets is compared to the Accumulated Postretirement Benefit Obligation (“APBO”) In the
Company’s case, the required adjustments resulted in a non-cash charge to the Accumulated Other
Comprehensive Income component of net parent investment.. The following table shows the 1mpact on
the balance sheet of applying FAS No. }58 at December 31 2006 (dollars in mrlllons) '

. "Adjustments” - -

N e _ “to apply FAS -
L A " Increase - L
' : TN " (decrease)

Current nonpensron postretrrement beneﬁts mcluded in © “o

_ Other accrued liabilitiés | T L sy 32,

Deferred taxes ‘ L A8 .

Nonpension postretirement benefits, 1ncluded in o oo

Other liabilities - [ X ) )
" Accumulated other comprehensive income (1oss) O < X)) .
. : LY MRS .

14. Other Revenue Other revenue in 2006 includes a gain of $15.9 million ($1 1.2 mrlhon after tax)
related to curtailment of certarn postretlrement benefits in The Netherlands =
'Other revenue in 2005 mcludes $28.1 mllhon (pretax and after tax) for the sale of the Company s/

' Corsrco Italy glass contalner facrhty .

Other revenue in 2004 1ncludes a gain of $20 6 mrlllon ($14 5 mrlhon after tax): for the sale of certain real
property and a gain of $31.0 miltion ($13.1 million aﬁer tax) for a restructunng in the Italian Specralty
Glass business. , .

15. Other Costs and Expenses Other costs and expenses for the year ended December 31 2006
included the followmg

e During the third quarter of 2006, the Company recorded a charge of $27:5 million ($25.6 million after
tax) related to the closing of its Godfrey, Illinois machine parts manufactunng operatlon See Note 16
for addrtronal details.

cher costs and‘expenses for the year‘ended' December'"3l '2005' in¢luded the fotlowing" ;'-

. Durmg the fonrth quarter of 2005 the Company recorded a charge of $494.0 mrlhon to write down a
‘portion of the goodwrll in its Asia Pacrfic Glass busmess unit. See Note 21 for more mformatron

Muet
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¢ Manufacturing costs for the second quarter of 2005 included a favorable adjustment for deprectation
and amortizatton in connection with finalizing the fair values of the BSN Glasspack assets acquired in
June 2004. The difference between the estimated amounts recorded in 2004 and the final amounts
related to 2004 accounted for a benefit of approximately $6.5 million.

16. Restructuring Accruals In September 2006, the Company announced the permanent closing of its
Godfrey, lllinois machine parts manufacturing operation. The facility was closed by the end of the year.
This closing is part of a broad initiative to reduce working capital and improve system costs. As a result,”
the Company recorded a charge of $27.5 million ($25.6 million after tax) in the third quarter of 2006.:

The closing of this facility will result in the elimination of approximately 260 _]obs and a corresponding
reduction in the Comp.my s workforce. The Company anticipates that it will pay out approximately $9.0
million in cash related to insurance, benefits, plant clean up, and other plant closing costs. The Company
expects that the majority of these costs will be paid out by the end of 2008.

Selected information related to the plant closing accrual is as follows:

Gddfrey plant closing charges ‘ ' B g 27 5 e

Write-down of assets to net realizable value L _ . - (11L.7)
Recognition of employee separation benefits . ' 7.0
Net cash paid _ . (1.8) .
Other ' . . _ ' . 13 )
Remaining Godfrey plant closing accrual as of December 31, 2Q06 $ 82

",

During the second quarter of 2005, the Company concluded its evaluation of acquired capacity in
connection with the BSN Acquisition (see Note 20} and announced the permanent closing of its
Dissseldorf, Germany glass container factory, and the shutdown of a furnace at its Reims, France glass
container facility, both in 2005, These actions were part of the European integration strategy to optimally
align the manufacturing capacities with the market and improve operational efficiencies. Asa result the
Company recorded an accrual of €47.1 million through an adjustment to goodwill.

These second quarter actions resulted in the elimination of approximately 400 jobs and a corresponding
reduction in the Company s workforce. The Company expects to reduce fixed cash costs by

- approximately €35 million per year by closing the Dilsseldorf factory, shutting down the furnace at Reims
and moving most of the production to other locations. The Company anticipates that it will pay a total of
approxxmately €110.9 million in cash related to severance, benefits, plant clean-up, and other plant
closing costs related to restructuring accruals. In addition, the Company expects to pay a total of
approximately €65 mililion for other European reorganization and integration activities, appr0x1mately
60% of which will be expensed. Approximately 70% of these payments were made by the end of 2006
and the Company expects that most of the balance will be paid by the end of 2007.
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The European restructuring accrual recorded in the second quarter of 2005 was in addition to the initial
estimated accrual of €63.8 million recorded in 2004. Seléctedinformation related to the restructuring
accrual is as follows, with 2006 activity translated from Euros into doliars-at the December 31, 2006

exchange rate: . ! . L TP T oo
f R A R i . ,
Total European restructuring accrual {€110.9 miliion) 3 134.1
Nei cash paid, ptincipally severance and related benefits SR . ' £ (4L0y - loviow
Other, principally translation - ' : o SN o o122y b e
Remaining European restructuring accrual I ' e, C e N
as of December 31,2005 - g ST S e o 809 e
Net cash paid, principally severance and related benefits (33.7) '
Partial reversal of accrual (goodwill adjustment) t P A ) K o
Other, principally translation ., - - . .- . .., .07 Lo : 1.5)
Remaining European restructuring accrual - o e e e e el
. 5. 381,

as of December 31, 2006 S N R

17. Contingencies Certain litigation is pending againit thie Company, in many cases involving ordinary
and routine claims incidental to the business of the Company and in others presenting allegations that are
nonroutine and involve compensatory, punitive or treble damage claims as well as other types of rehef In
accordance with FAS No. 5, “Accounting for Contingencies,” the Company records a hablhty for such
matters when it is both probable that the liability has been incurred and the amount of the llablllty can b
reasonably estimated. Recorded amounts are reviewed and adjusted to reflect changes in the factors upon
which the éstimates are based including additional information, negotiations, settlements, and other
events. The ultimate legal and financial liability of the Company in respect to this pending litigation. ..
cannot be estimated with certainty. However, the Company believes, based on its examination and
review of such matters and expenence to date, that such ultrmate hab1l|ty will not have a matenal adverse
effect on its results of operations or financial condmon '

d

1 PREETI Cre e .
P ERFE . fl‘ - I

18. Geographlc Informatlon The Company operates in the ngld packagmg mdustry The Company
has one primary reportable product segment within the ngld packagmg 1ndustry Glass Contamers The
Glass Containers segment mcludes operat1ons in North Amenca Europe the Asia Pacrﬁc reglon and
South America.

.

The Company currently evaluates performance and allocates resources based on earnmgs before 1nterest
income, interest expense, provision for income taxes, and mmonty share owners interests in earmngs of
subsidiaries (“Operatmg Proﬁt ) excludmg amounts related to certain items that management consrders |
not representanve of ¢ ongomg operations and, (“Segment Operatmg Profit ) Net sales as shown in the
geographic segment 1nformatron are based on the locanon of the Company s affiliate Wl’llCl’l recorded the
sales, R _.”d_‘;,.__ Co AT

i . . M Co. : . T
v r ot . . o W L W

" A T . Wil .

190




Owens-Brockway Glass Container Ine.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Financial information regarding the Company’s geographic segments-is as follows: ... = .

. - T e . , Total
e . North Asia " South Geographic
' America Europe - Pacific America _Segments
Netsales: -~ .- - T = S A
2006 $ 2,196.3 $ 2,865, 9_ -§ 8338 $ 7964 8§ 6,692.4
2005 1,986.6 ' 28400 ! 844.7 - 685.1 ©6,356.4
2004. - . ')1,9_26.1 2,164.1 8§70.9 561.2 5,522.3
Segment Operatlng Profit: ° _ ! _ s
2006 _ CT% 1993 0§ 2432 $ 1024 $ 1999 S 7448
2005 b . 2277 279.7 1363 1569 - 800.6
2004 . L2535 . 2441 142.1 124.0 763.7
Items excluded from Segment Operatmg Profit:
2006:
Mark to market effect of certain . S
commodity futures contracts  ‘$_  (8.7) . . o "3 8.7
Charge for closing | the Godfrey, co : T
Ilinois plant - T R ¢ ) - oo (27.5)
CEO and other transition charges . $ T (6.0) . (6.0)
Curtailment of postretirement,
benefits in The Netherlands =~ 15.9 : 15.9
- 2005: o E - '
* Gain on the sale of the Corsico, - : e
Italy glass container facility = - 28.1 E 28.1
Mark to market effect of certain- , [
commodity futures contracts '_'; 38 ' T "o 3.8
Goodwill tmpatrment ' $ (49400 (494.0)
2004 T -, T Tt W7 - - - - . LTl T -
Gain on sale of certain v . .
real property’ ‘ © 2060 R ! 20.6
Italian Specialty Glass gain - _ ] 31.0 ' ST N 31.0
Mark to market effect of certain”_ ' ) SRS
" ' commodity futures contracts- 49 IR o 49

L

e -.-n. P . ~ -

: Operauons in mdmdual countnes out31de the Un1ted States that accounted for more than 10% of

-|
tow

consolidated net sales were in.Italy: (2005 — 10.2%. and 2004 —-1 1.9%); France (2006 —19.3% and 20-05 -

15. 4%) and Australia (2004 — 11.7%).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENT S - (Continued)
The Company s net property, plant, and eqmpment by location are as follows:
: : _ United - )
States " Foreign Total
2006 6684  § 21728 § 28412
2005 | 694.7 2,121.6 2,816.3
2004 648.4 -2,502.8 3,151.2
The Companys net sales by geograph1c segment aré as follows
. United : . ‘ .
) . " . States " Foreign Total
2006 1,787.6 - $ 49048  $ 66924
2005 i 1,621.1 4,735.3.7 '6,356.4
2004 1,574.8 39475 .+ 55223
Reconciliations to consolidated totals are as follows:
2006 420050 - 2004
Revernues: y : o
Net sales $ 66924 ° § 63564 $ 55223
Royalties and net tochmcal assistance 17.6 164" 209
~ Equity earnings- 234 . 204. . 26l
Interest 166 138 .- 138
Other 289 - 532 70.8
" Total $ 67789  $ 64602 .$ 56539
Reconciliation of Segment Operating Profit to earnings )
before income taxes, minority share owners' interests
~in earnings of subsidiaries: L R
Segment Operating Profit ) 5 7448, .8, 8006 . % 7637
Items excluded from Segment Operatmg Proﬁt S (263) % - (462 1y - 56.5
.Interest expense. . .(401.6).. (408.2) . . (404.3)
Interest income 16.6 13.8 138
TWotal . e Voo ey 3335 s 497

19. Additional Interest Charges from Early Extinguishment of Debt
recorded additional interest charges of $17.5 million ($17.1 million after tax) for note repurchase
premiums and the write-off of unamortized finance fees related to ‘debt that ‘was repaid prior to its
maturity. During 2005, the Company recorded additional interest charges of $1.4 million ($1.0 million
after tax) for the write-off of unamortized finance fees related to the reduction of available c¢redit under
the Company’s bank credit agreement. During 2004, the Company recorded additional interest charges of
$22.8 million ($14.9 mllhon after tax) for note repurchase premiums and $7.1 million ($4.7 million after

- t-‘

During 2006, the Company




o Owens-Broekway Glass Container Inc. C
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

tax) for the write-off of unamortized finance fees related to the reductlon of avallable credit under the
Company’s bank credit agreement.- R : o

20. Acquisition of BSN Glasspack, S.A. On June 21, 2004, the Company completed the acquisition of |
BSN Glasspack, S.A. (“BSN”) from Glasspack Participations (the “BSN Acquisition™). Total
consideration for the BSN Acquisition was approximately $1.3 billion, including the assumption of
approx1mately $650 million of debt, a portion of which was refinanced in connection with the BSN |
Acqulsmon BSN was the second largest glass container manufacturer in Europe with manufacturing » ™
facilities in France, Spain, Germany. and the Netherlands. The BSN Acquisition was financed with
borrowings under the Company’s Second Amended and Restated Secured Credit Agreement. ; In order to
. secure the European Commission’s approval, the Company committed to divest the Barcelona, Spain, and.
~ Corsico, Italy. glass plants. The Company completed the sale of these plants in January 2005 and received
cash proceeds of apprommately €138.2 million. ‘ . S
Had the BSN Acqu151r10n and the related ﬁnancmg occurred at the begmmng of 2004, pro forrna . i.

onsohdated net sa]es and net earnmgs and would have been as follows: U

Year ended December 31,2004

As _ © BSN Financing < :Pro Forma

. Reported ~  Adjustments ~ Adjustments . -As Adjusted.

- . - TR ! I
Net sales ) ) : $ 55223 - § 752.5° . 5 627438
Neteamings ~~~ ~ ~° ° § 2876 " $ 7176 $  (64) .$ 298.8

- - 4
e 3 N .
S TR to "'. . oo ." ' "

The 2004 earnings included the step up effect of the ﬁmshed  goods inventory acqu1red in the Acqu181t10n .
that reduced gross profit by approximately $31.1 million.” The 2004 earnings include éstimated
amortization related to the $48.1 million of intangible assets recorded for customer relationships. At

- average exchange rates for each respective year, the pro forma amomzatlon of the intangible asset was

. $4.0 million (net of tax) for 2004

I
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - - (Continued)

21. Goodwﬂl The changes in the carrymg amount of goodw1ll for the years ended. December 31 2004
2005 and 2006 are as follows )

= e — - — : e e
Balance as of'January 1,2004 - 0 ot e m o e e 78T 191960 v e,
Translation effects e e ’ v 1,6516 R
Goodw1ll acqulred during the year N T o ' Gibr e | 696.0- :—:
Other Chaﬂges o e SR S TR T I T 184 . K
Balance as. ofDecember 31 2004 Tt e f ? 2 ;799. 6= :
Write doyn ofgoddil R s RO .
Translatlon effects ' ST T (1609) . L
Other changes, pnnc1pally adjustments to o :

finalize aéquisition purchase price " crbE e et 150 T
Balance as of December 31,2005 © A S L A o
Translation effects , ;- -+ . e : 133.6

Other changes pnnmpallyvadjustmehts to reverse T ) )

forelgn deferred taxvaluation allowances [ A {38.1)

Balance as of December 31 2006 o : o $§ 22552

- L T P—

Durmg the fourth quarter of 2005 the Cornpany completed 1ts annual impairment testing and determined
that impairment ex1sted in the goodwill of its Asia Pacific Glass business unit. Lower projected cash
ﬂows principally as:a result of competitive pricing pressures-in‘the Company’s Australian glass
operations caused the decline in the business enterprise value. Following a review of the valuation of the
unit’s identifiable assets, the Company recorded an 1mpa1rment charge of $494 0 mllllon to reduce the oy

'reported value of its goodwﬂl L o

S A oot A ‘,.'.z':‘-. e ot e, o ".J’

[ ! ! 4 1 i 4 ' & It
P o AT o S TS R : RS B R R
- . W
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REPORT OIF INDEPENDENT REGISTERED PUBLIC ACCOUNTING F IRM

o oo e RUREM .j-"j__'r'.:.j P
The Board of Dlreotors and Share Owner of e ’
OI Plastic Products FTS Inc. - ) : Coen

. - . f .
0 . [ M »

- We have audited the- accompanymg consolidated balance sheets of Ol Plastic Products FTS Inc. and
sub51d1ar1es as of December 31, 2006 and-2005, and the related consolidated statements of results of
. Gperations, net Parent investment, and cash ﬂows for each of the three years in the perlod ended
December 31, 2006. These financial statements are the respon31b111ty of the Company $ management
Our responsnblhty is to express an opmlon on these financial staternents based’ on oﬁr audlts )

ot
P -

We conducted our aud1ts in accordance wnth the standards of the Public Company Accountmg Overs;ght
Board‘(Umted States).” Those standards require that we plan and perform the audit fo obtam reasonable
- assurance about whether the financial statements are free of material misstatement. We'weré not engaged

to perform .an .audit 6f.the .Company’s internal. control over. ﬁnanc1al reporting.. Our audits. included -

consideration of internal’control over financial reporting as a basis for de51gnmg audit procedures that are
appropriate in the circtimstances, but not for the purpose of expressing an opmlon on the effectxveness of
. the Company’s internal control over financial reporting.- Accordingly,’ we express no'such opmlon “An
audit also includes exammmg, on a test ba51s evidence supporting the amounts and ‘disclosures‘in the
financial statements, assessing the accounting principles used and significant estimates made by
management,-and- evaluatmg the .overall- financial. statement- presentatlon We.believe that our~aud1ts

" provide a reasonable baSls for our oplmon s . e
" : o [ T . .

.

In our .opinion, the. ﬁnanc:lal statements referred _to above -present, falrly, in’all’ matenal respects thé

consolidated financial posmon of,0I Plastic Products FTS Inc, and subsidiaries at December 3172006 and,

2005, and the consohdated results of its operatlons and its cash ﬂows for each of the three years m the

pertod ended Decemiber 31, 2006, in confonmty with U. S generally accepted accountmg principles. |

TS WL T RN T I N AR ey T

As discussed in Note 1 to the consohdated financial statements ‘the Company changed its method of '

accounting for stock-based compensatlon in 2006. ' . A

* .'

Ernst & Young LLP

‘Toledo, Ohio. - % | . o o
March 1,2007 ~ . | | ’ -
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CONSOL[DATED RESULTS OF OPERATIONS Ol Plastlc Products FTS Inc

Dollars in millions -

R

T &
v e Yoo

Years ended December 31, 2006 2005 2004
. Revenues: - S e
Net sales § 7300 $ 7231 - $ 6315
Other revenue - - - 2.3 - 19 . ' 02 -
‘ 7323, 7250 6317
Costs and expenses _ L B ]
Manufactiring, sthplng, and dehvery ' ' 565.6° 562.5 4787 '
Research and development =~ = . 147 "14.0 108
Selling and administrative . 355 319 345
Net mtercompany interest (65.8) (412) +. 102
. Other mterest expense - 0.8 '0.8
Other . .« (3.1) 0.3 . 1.9
o 5469 5623 . - 5369
Earmngs from contlnumg operatlons | . R ‘
before items below 185.4 1627 94.8. '
Pr0v1510n for income taxes 65.Q' i 56.8 33.6.
Eémings from continuing operations \ 1204 105.9 61.2
Net earnings of discontinued operations . ! . 1.2
Net earmnings . § 1204 .8, 1071 $ 1276

'
] PO

- -
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See accompanying - Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS OI Piastic Products FTS Inc ) d
Dollars in millions *" - -

December 31,-. ST - 2006 T 2005
Assets = . vt ogm . 7 '
Current assets: ' C s e
Cash T ' $ 4.2 $ 15
Receivables mcludmg $0.5- ($0.5 in 2005) from SR : . .
related parties, less allowances of $23.3 : '
" ($21.8in 2005) for losses and dlscounts . . 51.9 577

Inventories ) _ ' " % . 499
Prepaid expenses - 14.7.. . - 15.6

Total current assets . ' 1149 -~ - 1247

Other assets: - : o
Equity investments L : - 124 T 116

Repair parts inventories ‘ ' - 7.1 .. 16
.Deposits, recewables and other assets o 8.0 L 10.5
-Goodwill | _ Vo 209 5 . 209.5
.Total othér assets . K - 237.0, . 239.2
Property, plant, and equipment:--. - S s T . 5o
[.and, at cost . o 57 58
Buildings and-equipment, at cost: - . : o
‘Buildings and building equipment ' - 84.7 86.1
Factory machinery and equipment C. - 55938 539.7
Transportation, office, and’ mlscellaneous equlpment S 6.4
Construcuon in progress - 23.0° 20.8
, 6774- . 6588
~ Less accumulated depreciation B B - 371.8 - 3474
Net property, plant and equnpment B _ , - 305.6 3114

Total assets T : - $ 6575 $ 6753
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CONSOLIDATED BALANCE SHEETS OI Plastlc Products FTS Inc (contmued) s 1.
Dollars in millions ot
December 31, =~ - T e D006 < 2005
Liabilities and Net Parent Investment ) ' . BN
Current liabilities:

Accounts payable including $15.9.(39.6 in 2005) o E e e .
to related parties . 85835, . $ 544
Salaries and wages oy : ”80 . 9.8
Other accrued liabilities 11.9 24.1
Total current liabilities : 834 ~.:-v . 883
External long-term debt. o B 7702 e 03
Deferred taxes 46.6 St 500
Other liabilities 03 v .05
Net Parent investment SN i
Investment by and advances from Parent , 54707 "556.8
Accumulated other comprehenswe 1oss (20 0) B ”(20 6)
Total net Parent investment: 527.0 © . - 1536.2
Total liabilitics and net Parent investment $ 6575 $ 6753
- o s b
. v T
d :_fu" A oot adl
. See accompanying Notes to Consolidated Financial Statements. , , .,
b .. e -.._...__.,__,,, PP B S AN
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' ST A B P .'-‘.
OONSOLIDATEDNEI'PARENI‘INVES’IMEI\TT OIPIHSUCPI'OChJCLSFFSInC » \ e
Dollars in millions e . : '

ersended[)aoerdmer?sl, . ). I

2m5 . 'afh i....'_.__'z_'(xl:n ";“."i-i"o‘
Investment by and advances to Parent - e
- Balance at beginning of year - $ 5568 - $h 5278 1§ 1,650
Net intercompany transactions o (130.2) 78.1) - - "(1,257.8)
Net eamings R . 1204 107.1 " 1276
* Balance at end of year. i M50 5568 . 527.8

L T
. Accummulated other.comprehensive loss

. Balance at beginning of year .. (20.6) .. . @2

. AN (4_44;9)'
. Forcign aurencytranslation adjustments . 06; . . 16+

Balance at end of year . - (20.0) + (20.6) (222
Total bét Pardit nistent’ ** 5 T T $U500° 8 5362778 s06

’ ' - N A TR A KR
Total conq)rehenswemcome T - P . T

. Net eamings 8, 1204 0§ 1071 § 1276
_ Forcign cumency trnsleon adjostmenss - 06 .. 16 - 27

« 1+Total comprehensive income . - Ange 1210 - § 1087 § -

M .
- = =}
.r . :
e

See accompanying Notes to Consolidated Financial Statements | S
, (- ) I. 1 .
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CONSOL[DATED CASH FLOWS OI Plastlc Products FT S Inc
Dollars in millions , . .
Years ended December 31, . . 2006 © 2005

v

2004
Operating activities: ' ST S R " o
* Net earnings _ $. 1204 $ 1071 $. 1276
;Net earnings of discontinued operations . - (L2 (66.4)
Non-cash charges (credits): . L . .
Depreciation . . 390 . 4.1 54.4
Amortization of deferred costs . . ..~ .. . . 35.. . . 39 35,
Loss on sale of certam closures assets _ o . S
Deferred tax provision  ~ o CoTiEy T T 31.5
Other ' S 25 T @D 0.1 .
Change in non-current operating assets. _ (0.8) (0.7 4.7
Change in components of working capital .- . ;50 . o 1.eT 25,5
« Cash prowded by continuing operatlng activities . S 1665 T o 159.9 1715
Cash provided by discontinued operating détivities =~~~ “- - T T 512
Cash provided by total operating act_ivities o o 1665 159.9 2227 .
Investing activities: L Al - R
Additions to property, plant and equipment - contlnumg : S (34.5) T (3L ‘(30.7)
Additions to property, plant and equipment - discontinued - - ‘ (25.0)
Net cash proceeds ﬁom dwesntutes and other L 15 e (38.7) 1,172.3 -
Cash provided by (utlhzed m) investing actlwtles (33.0) - (69.8) 1,166
Financing activities: - . T - e a0 T R
Net change in intercompany debt . ) _ C (1307 (78.9) (1,357.6)
Repayments of long-term debt S LT Tt (108) C(0.3)

. ‘Additions to long-term debt . RN | 105
Cash utitized in financing activities - _ ) (130 9) (89.6) T (1,347.4)
_Effect of exchange rate fluctuations on cash ' ' 0.1 - ' 0.7)

Increase (decrease) in cash ' . 2.7 ‘ 0.5 (8.8)
Cash at beginning of year - .15 1.0 9.8
Cash at end of year R 42 " § 15 8 1.0

a

See accompanying Notes to Consolidated Financial Statements.
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Ol Plastic Products FTS Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEM ENTS
Tabular data dollars in millions

1. Slgmﬁcant Accountmg Pohcles

Basis of Consolidated Statements The consolidated financial statements of Ol Plasnc Products FTS
Inc. (“Company™) include the'accounts of its subsidiaries. .Newly acquired subsidiaries have been-

+ included in the consolidated financial statements from dates of acquisition. Results of operations for the
divested blow-molded plastic contamer business which was-sold in 2004 have been presented asa’
dlscontmued operation. o S :

The Company uses the equlty method of accounting for investments in which it has a sugmﬁcant r
ownershlp interest, generally 20% to 50%. Other 1nvestments are accounted for at cost. ‘
Relatmnshlp with'Owens-1llinois, Inc, and ()wens-lllmms, Group Inc. The Company is a wholly-owned
subsidiary of Owens-fllinois Group, Inc. (Ol Group") and an indirect subsidiary of Owens-lllinois, Inc.
(“Ol Inc.”). Although OI Inc. does not conduct any operations, it has substantial obligations related to
outstanding indebtedness, dividends for preferred stock and asbestos-related payments. Ol Inc. relies
primarily on distributions from its dlrect and indirect subsndlanes to meet these obhgatlons '

For federal and certain state income tax purposes, the taxab]e income of the Company is mcluded in the
consolidated tax returns of Ol Inc. and income taxes are allocated to the Company.on a basis consistent
with separate returns. Current income taxes are recorded by the Company on a basns consistent with
separate returns.

Nature of Operations - The Company is a manufacturer of plastics packaging products. The Company’s
principal product lincs include healthcare containers, closures and prescription containers. The
Company’s principal operations are in North America, however, the Company does have minor :
operations in Puerto Rico and Brazil. Major markets include the United States healthcare market, One
customer accounted for 12. 6%, 10. 4%, and 15 7% of the Company s sales in 2006 2005, and 2004
respectively. B .

Use of Estimates The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management-of the Company to make estimates and-
assumnptions that affect certain amounts reported in the financial statements and accompanying notes.
Actual results may differ from those estimates, at which time the Company would revise its estimates
accordingly.
v . . . . A R N H

Cash The Company defines “cash” as cash and time deposits with maturities of three months or less
when purchased Outstandmg checks in excess of funds on dep031t are mcluded in accounts payable

Fair Values of Financial Instruments The carrying amounts reported for cash, short-term mvestments
and short-term loans approximate fair value. In addition, carrying amounts approx1mate fair value for
certain long-term debt obligations subject to frequently redetermined interest rates. The Company is not a
party to any matenal derivative financial mstruments

Inventory Valuation The Company values most U S mventones at the lower of last-in, firstout (LIFO)
cost or market. Other inventories are valued at the lower of standard costs (Wthh approximate average
costs) or market. - .+ . . . :

Goodwill Goodwill represents the excess of cost over fair value of assets of' businesses acquired.-

Goodwill is evaluated annually, as of Qctober 1, for impairment or mére frequently lf an 1mpa1rment N
indicator exists.
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Ol Plastic Products FTS Inc. ‘
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {Continued)

Intangible Assets and Other Long-Lived Assets Intangible assets are amortized over the expected |, »
uscful life of the asset. The Company evaluates the recoverability of intangible assets and other long-
lived assets based on undiscounted projected cash flows, excluding interest and taxes, when factors . .
indicate that impairment may exist.- If impairment exists, the asset is-written down to fair value.

Propérty, Plant, and Equipment Property, plant and equipment (“PP&E”) is carried at-cost and .
includes expenditures for new facilities and equipment and those costs which substantially increase the
useful lives or capacity of existing PP&E. In general, deprecratlon is compirted using the straight-line
method and recorded over the estimated useful life-of the asset. Factory machinery and equipment is.
depreciated over periods ranging from 5 to 25 years with the majority. of such assets depreciated over 7-
15 years. Buildings and building equipment are depreciated over periods ranging from 10 to 50 years.
Maintenance and repairs are expensed as incurred. Costs assigned to PP&E of acquired. busmesses are
based on estrmated fair values at the date of acquisition. "

) e 1oy , Coe . RN . o
Revenue Recogmtwn The Company recognizes sales net of estimated discounts and allowances, when
the title to the products:and- risk of loss are transferred to customers. Provisions for rebates to customers |
are prov1ded in the same per:od that the related sa]es are recorded.

' - o) "

Shipping and Handlmg Costs Shlpplng and handhng costs are mcluded w1th manufactunng, Shlpplng,
and delivery costs in the Consolidated Statements of Operations. : . PRI .

Income Taxes on Undistributed Earnings In general, the Company plans to continue to reinvest the
undistributed earnings of foreign subsidiaries and foreign corporate Joint-ventures accounted for by the
equity method. Accordingly, taxes-are provrded only on that amount. of undistributed earnings in excess
of planned reinvestments. N Ceye , e .
; W e

Foreign, Currency Translatlon The assets and llabllmes of most afﬁllates and assocrates are translated
at current exchange rates and any related translation adjustments are recorded directly i in net Parent -~
investment.
Accounts Receivable Recervables are stated at amounts estlmated by management to bethenet .+,
realizable value. The Company charges off accounts recewable when it becomes apparent based upon.
age or customer. cn'cumstances that amounts will not be collected. . o .o

. _ .
Allowance for Doubtful Accounts The allowance for doubtful accounts i established through charges
to the'provision for bad-debts. The Company evaluates the adequacy of the allowance for.doubtful
accounts on a periedic basis.. The evaluation includes historical trends in collections and write-offs, |, .
management’s judgment of the probablhty of collectmg accounts and management’s evaluatron of
business risk. . Ve e e e .
New Accountmg Standards In July 2006 the Fman(:lal Accountmg Standards Board 1ssued ;
Interpretation No. 48 (“FIN 48"), “Accounting for Uncertainty. in Income Taxes”., This interpretation was
- issued to clarify the accounting for uncertainty in income taxes recognized in an enterprise’s financial
statements in accordance with FAS No. 109, “Accounting for Income Taxes”. FIN 48 defines criteria that
an individual tax position must meet for any part of the benefit of that position to be recognized if-an
enterprisc’s financial statements and also includes requirements for measuring the amount of the benefit -
to be recognized in the financial statements. FIN 48 is effective for fiscal years begmnmg after December
15, 2006, therefore the Company will adopt its provnsrons effective as of. January 1;2007.. The Company,
has not yet determmed the 1mpact of adopting FIN 48. o .
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. Q1 Plastic Products ETS Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In September 2006, the Financial Accounting Standards Board issued Statement of Financial Accounting

Standards No. 157 (“FAS No. 157"), “Fair Value Measurements”. FAS No. 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. FAS No. 157 applies under other accounting . |

pronouncements that require oripermit fair.value measurements. The statenient does not require any new. =

fair value measurements: The statement is effective for fiscal years beginning after November 15, 2007 .
Adoption of FAS No..157 is not éxpected to-have a material impact on the Company’s results of ~.i

operations or financial position. .0 . - o bt - . RS

In February 2007, the Financial Accounting Standards Board issued Statement of Financial’ Accounting
Standards No. 159 (“FAS No. 159), “Fair.Value Option for Financial Assets and Financial Liabilities —
Including an amendment of FASB Statement-No. 115”. FAS No: 159 permits entities 1o choose to* .
measure many financial instruments and certain other items at fair value:' The statement is effective for
fiscal years beginning"after November 15; 2007. Adoption of FAS-No: 159.is not expected to have 2
material impact on the Company’s results of operations or-financial position. . . . . vy
Participation in OI Inc. Stock Option Plans and Other Stock Based Compensation The Company
participates in the equity compensation plans of OI Inc. under which employees of the Company may be
granted options to purchase common shares of Ol Inc., restricted common shares of OI Inc., or restricted °
share units 6f Ol Inc.. ~  ° NN Y R T L
Stock Opiibns "+ | L L o

For options granted prior to March 22,2005, no.options may be exercised in whole or in part during.the -
first year after the date granted. In general, subject to accelerated exercisability provisions related to the
performance of OI Inc.is common stock.or change of.control; 50% of the options become exercisable on+-
the fifth anniversary of the date ofithe option grant, with the remaining 50% becoming exercisable on the.
sixth anniversary date of the option grant. In general, options expire following termination of .
employment or the day afier the tenth anniversary date of the option grant. . . e o
For options granted after March 21,.2005, no options may be exercised in whole or in part during the first
year after the date granted. In general, subject to.change in’ control; these options become exercisable
25% per year beginning on the first anniversary. In general, options expire following termination of

employment or the seventh anniversary of the option grant. . , . [

The fair value of options granted before March 22, 2005, is amortized ratably over five years or a shorter
period if:the grant becomes subject to accelerated exercisability provisions related to the performance-of -
Ol Inc.’s common stock. The fair-value of options granted after March 21, 2005, is amortized over the
vesting periods which range from-one to fouryears. . +. " .o - o - '

Restricted Shares

Shares granted to employees prior to March 22, 2003, generally vest after three years or upon retirement,
whichever is later. Shares granted after March 21, 2005, vest 25% per year beginning on the first
anniversary and unvested shares are forfeited upon termination of employment. Shares granted to
directors vest on the third anniversary of the share grant or the end of the director’s then current term on
the board, whichever is later. ' '

The fair value of the shares is equal to the market price of the shares on the date of the grant. The fair
value of restricted shares granted before March 22, 2005, is amortized ratably over the vesting period. -
The fair value of restricted shares granted after March 21, 2005, is amortized over the vesting periods
which range from one to four years. - o

4

203




Ol Plastic Products FTS Inc.
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Y

Performance Vested Restricted Share Units
1

" Restricted share units vest on January | of the third year following the year in which they are granted:
" Holders of vested units receive 0.5 to 1.5 shares of Ol In¢.’s common stock for each unit, depending upon

the attainment of consolidated performance goals established by the Compensation Committee of OI .
Inc.’s Board of Directors. If minimum goals are not met, no shares will be issued. Granted but unvested
restricted share units are forfeited upon termination of employment, unless certain retirement criteria are
met.

The fair value of each restricted share-unit is equal to the product of the fair value of Ol Inc.’s common
stock on the date of grant and the estimated number of shares into which the restricted share unit will be.
converted. The fair value of restricted share units is amortized ratably over the vesting period. Should
the estimated number of shares into which the restricted share unit will be converted change, an
adjustment will be recorded to recognize the accumulated difference in amortization between the revised
and previous estimates.

Accounting

Prior to January 1, 2006, OI Inc. accounted for these equity compensation plans under the recognition and
measurement provisions of Accounting Principles Board (APB) Opinion No.25, "Accounting for Stock
Issued to Employees”, and related interpretations, as permitted by FAS No. 123, “Accounting for Stock-
Based Compensation” (FAS No. 123). As such, compensation cost for stock options was not recognized
in the Consolidated Results of Operations since all stock options granted had.an exercise price equal to .
the market value of the underlying common stock on the date of the grant. Prior to January 1, 2006,
compensation cost was recognized for restricted shares and restricted share units. Effective January 1,
2006, Ol Inc. adopted the fair value recognition provisions of FAS No. 123 (R), “Share-Based Payment”
(FAS No. 123R), using the modifted-prospective method. Under this method, compensation cost
recognized after Janvary 1, 2006 includes: (1) compensation cost for all share-based payments granted
through December 31, 2005, but for which the requisite service period had not been completed as of
December 31, 2005, based on the grant date fair value estimated in accordance with the original ~

-provisions of FAS No.123, and (2) compensation cost for share-based payments granted subsequent to

December 31, 2005, based on the grant date fair value estimaied in accordance with the provisions of -
FAS No. 123R.

' As discussed in Note 9, costs incurred under these plans by OI Inc. related to stock-based compensation

awards granted directly to the Company's employees are included in the allocable costs charged to the
Company and other operating subsidiaries of OI Inc. on an intercompany basis. -

g
1
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L . : o
2. Changes in Components of Working Capital Related to Operatmns Changes in the components '
of working capital related to operatlons (net of the effects related to acqu1snt10ns and divestitures) were as-

follows: - - g T ) . o '
, 2006 2005 2004
‘Decrease (increase) in current assets ‘ S el
Recewab]cs . S 8 597 8 (790 $- 29
Inventories = L . Looas 149 227
* Prepaid expenses | a T L0 05 03 (2.8)
Increase (decrease) in current habxhues - . N
Accdunts payable'aid accrued liabilities ' e 43y 0721 98.0) -
Salaries and wages ' t(L8) 14 " A
~ U.S. and foreign income taxes - (0.1) 4.1) (3 7)

$..-50 S 67 8§ (147

Continuing operations ' o T8 50 67 $§ 255
Discontinued operations ) , (40.2)
i ' o S8 50 % 67 $ . (147

o5

3. Inventories Major classes of inventory are as follows:- -

Lo v ‘ 2006 2005 ¢ .

Finished goods S $ 316 $. .30
. Raw materials ‘ ' - ‘ 108 o, 16.1
Operating supplies = "' o C1T T - 33

$ 44.1 5 49.9

e

If the inventories which are valued on the LIFO method had been valued at standard costs which ’

. approximate current costs, consolidated inventories would be higher than reported by 512.3 mllhon and
$§17.9 mllllon at December 31, 2006 and 2005 respectively.

Inventones swhich are valued at the lower of standard costs (which approxnmate average costs),,cr market
at December 31 2006 and 2005 were approximately $2.2 million and $4.0-million, respectwely

4. Supplemental Cash Flow Informatlon Interest paid in cash aggregated $0.1 m1ll|on for 2006, $0 7
miltion for 2005, and $0.3 million for 2004, .

5. Guarantees of Debt Under the Secured Credit Agreement, the Company has guatanteed cenain debt
of O1 Group’s domestic and foreign subsidiaries which amounted to $845.5 million at December 31,
2006. This guarantee explres with the Agreement on June 15, 2012.

. The Company also has guaranteed $850.0 million of 8.875%, $625.0 million of 8.75%, and $450. 0

* million of 7.75% Senior Secured Notes, and $450.0 million of 8. 25%, $400.0 million of 6.75%, and
€225.0 million of 6.75% Serior notes issued by an affiliate of the Company. These guarantees expire in
2009 for the $850.0 million of 8.875% Senior Secured Notes, 2012 for the $625.0 million of 8.75%
Senior Secured Notes, 2011 for the $450.0 million of 7.75% Senior Secured Notes, 2013 for the $450 0
million of 8.25% Senior Notes, and 2014 for the $400 0 mllhon of 6.75% Senior Notes and €225 million
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of 6.75% Senior Notes. The asséts of the Company and most of its domestlc subsidiaries are pledged as
securlty for the Semor Securéd Notes.:..,. - - » o T LRI I
. " . - [T o i L o . TS
The Company will be_ obhgated under the above guarantees in the event that Ol Group’s domestic or .
: foreign subsidiaries cannot make the required interest or principal payments under the above obligations.
6. Operatmg Leases . Rent expense attributable to all warehouse office burldrngs and equlpment
operating leases was $3 8 million in 2006, $3.5 million in 2005, and $3.4 million in 2004. Mmlmum
future rentals under operating leases are as'follows: 2007, $2.4 million; 2008, $1.8 million; 2009 $13

rmlhon 20190, $1.0 mﬁhon 2011, 50.5 mﬂhon and 2012 and thereafter, $0.3 million.

: 7 . Foreign Currency Transactions - Aggregate foreign currency exchange gams (losses) 1ncluded in .
other costs and expenses were $(0. 6) mllhon in 2004 Amounts for 2006 and 2005 were not s1gmﬂcant

8. lncome Taxes Deferred income taxes reflect: (1) the net tax effects of temporary drfferences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts _

used for income tax purposes and (2) carryovers and credits for i income tax purposes. , Sy

..’

Slgmﬁcant components of the Company s deferred tax assets and hablhtles at December 31 2006 and e

2005 are as follows: - . - e S i
2006 .. 2005 o,
Deferred tax assets: h '
Tax loss carryovers IR C e e 3 60- .$__,..~4.3 .-
Receivables Co ‘ ~ 8.1 7.5
Other, principally accrued liabilities ' ' 56 0 67 o
" Total deferred tax assets ~ - S S Y AR Y. 3 “‘ g
Deferredtaxhablhtles o o )
Property, plant andequrpment' o ~ I o 459_ otane
Invéntory T J A _ 1.9
Other : ! 4.9 6.9
“ Total deferredtaxhablhtles n R N 523 v 5647
Valuation allowance ? - ) | @) @y ) ‘
+ Net deferred tax liabilities L e e e 25374 8 o404y )
' DN - . Lo T B
v v £ ERE PR §
~ 'f ' H i ¢ 4 " 1
Pt 1 LA it "'
r ! a ' ‘t" - yoot ';
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Deferred taxes: are included i in the Consolidated Balance Sheets at December 31, 2006. and 2005 as

follows:

2006

. .

: 2005

Prepald expenses <
Deposits, receivables, and other assets

Deferred taxes R Loy p

$

>

8.3
0.9

(46.6)

$ .89
o
(50.0)

Net deferred tax liabilities.

¥

g

The pfa'ﬁiisiéﬁ'for inéome taxes consists of the following:
=-2006

- P e - - . B B
Pt Py A~ B P . " gt P

$

(374)

$ (404)

2005 -

K
i l“; t

2004 =

Current:
U.S. Federal )
State' . ot

659

$

479

1.3

2.7

Foreign™ " 0.5 0.5 4} '
. . 97 68 -

Deferred: o, oo h o e e e e

U.S. Federal ' .
State
Foreign ¥ -~

(16)

(1.6)

N 0.1

2.0

(0.7)

84
5.5
(U 4)

[ IR it

13.-5

T I T T e mem e

" Total: . oI e
U.S. Federal
State

Foreign .-

(3.1)

Clea3

0.1
0.6

8:4
82
3.7

650

$ .

203"

Total-for continuing operations..- - - -~ -

$.. -650.

56.8.. .-

$

33.6

Total-for dlscontmued operatlons < (5.4) . (13.3).
R T — 3 650 -§ 514 - § - 203
I Tﬂ St A TN S i ; . ot .
S S PN A [ b F o P ! 1
1 i . i Y, .}'! ’ ,,),‘;'l ! :l
vt e 1 ' T, ! V .r . I‘,
+ L lul'_, $1; N [ ke o )F'
JONEEAS b toy A
weds, A
i
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The prov1310n for income taxes was calculated based on the followmg components of eammgs (loss)
before income taxes:

.

~ Continuing operations ~ « o ) . 2006 . 2005 T _'2004
* Domestic o .- % 18150 $ 1584 S 870
Foreign T . . 039 43 . 78
' $ 1854 - § 1627 948
Discontinued operations _ | - 2006 S2005 . - 2964.
“Domestic B S TR S %) M ST TS
Foreign : ' _ ) - ' 8.0
| § - v s T@n TS 32

Income taxes paid in cash were as follows:

,' S 2006 - 2005 [ 2004

, Do,méstic’ ) . L .3 008 $ - 0.6, s 21
Foreign ‘ v : 0.1 . 3._0
— — " . 5 03 s 07 n 51

}
N .

- A reconc111at10n of the prov1s1on for income taxes based on the statutory U S. Federal tax rate of 35%to
the -provision-for income taxes is as follows: -

S 006 200,5_ 2004

Tax provision on pretax earnlngs at statutory U.S, Federal tax rate $§ 649 $ 569 § 332
‘Increase (decrease).i mprowsmn for income taxes R

_due to: ; X A '
State taxes, net of. federal benefit . ' R (13)) LS
.Rate differences on non-U.S. earmngs oL B 24 08 12
Valuation allowance . L 23 e L 05 .
Other items : 0.2 01 . 01

Provision (benefit) for income taxes $ 650 %5 568..% 336 °

~ The Company is included with OI Inc.’s consolidated tax returns. OI Inc. has net operating losses, capital
" losses, alternative minimum tax credits, and research and development credits available to offset future -
U.S. Federal income tax. Therefore, a substantial portion ofithe current provision for income taxes in the -
table above is offset by Ol Inc. losses, resulting in mlmma] domestlc cash tax payments by the Company:

_At December 31, 2006, the Company’s equity in the undistributed earnings of foreagn subs1d1anes for

“which income taxes had not been provided approximated $7.8 million. It is not practicable to estimate the
U.S. and foreign tax which would be payable should these earmngs be distributed.

208




) * QI Plastic Products FTS Inc. : _
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9. Related Party Transactions -Charges for administrative services are allocated to the Compa'n:v by Ol
Inc. based on an annual utilization level: Such services include compensation and benefits administration,
payroll processing, use of certain general accounting systems, auditing, income tax planning and’ - !
.compliance, and treasury services. R

Allocated costs also include charges associated with OI Inc.’s equity compensation plans. A substantial
- number of the options, restricted shares and restricted share units granted vnder thes¢ plans have beern .
granted to key employees of another subsidiary of Ol Inc., some of whose compensation costs, including
stock-based compensation, are included in an allocation ‘of costs to all operating subsidiaries of Ol Inc., .
~including the Company: . : Sy 4

Manaéément believes that such transactions are on terms no less fa;fc;rable to the Cdmpgmy than those that
could be obtained from unaffiliated third parties. L ' S ‘

The following information summarizes the Company’s significant related party transactions:

- ]

f

" Years ended December 31,

2006 2005 3000
Revenues: S o . o S
Sales to affiliated companies ~ ~~ $§ . 04 $ 0.3 $ - 03
Expenses: . - o R S
Administrative services- o AP 98 - . 8.5 . 55
Corporate management fee -~ .. . - ‘ 3.2 . . 2.6 - 2.7
Total expenses -, - : .8 130 § . "1l - $ 8.2

¥

The above expenses are recorded in the statement of operations as follows: © .

Cost of sales - s 85 § 35 8§ 48
Selling, general, and * S L : . : B
adminStrative expenses - 4.5 7.6, . 34

Total expenses o ‘ $ 13.0: $ 11.1 $ 8.2

Intercompany interest is charged to the Company from OI Inc. based on intercompany debt balances! An
interest rate is calculated monthly based on OI Inc’s total consolidated monthly external debt balance and
the related interest expense, including finance fee amortization and commitment fees. The calculated rate
(8.9% at December 31, 2006) is applied monthly to the intercompany debt balance to determine = -
intercompany interest expense.’ L C R

10. Pension Benefit Plans The Company participates in Ol Inc.’s defined benefit pension plans fo.f
substantially all employees located in the United States. Benefits generally are based on cOmpensatié'n
for salaried employees and on length of service for hourly employees. OI Inc.’s policy is to fund pension
plans such that sufficient assets will be available to meet future benefit requirements. Indépendent: *
actuaries determine pension costs for each subsidiary of Ol Inc. included in the plans; however, ‘
accurnulated benefit obligation information and plan dssets pertaining to each subsidiary have not been- -
separately detennif}'ed.f As such, the accumulated benefit obligation and the plan assets related to the
pension plans for 'cldmestii: employees have been rétained by another subsidiary of Ol Inc.” Net (charges)
credits to results of operations for the Company’s allocated portion of the domestic pension costs
amounted to $(0.6) million in 2006, $2.9 million in 2003, and $0.2 million in 2004.
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OFInc. also sponsors several defined:contribution plans for all salaried and- hourly U S. employees of the
Company. Participation is voluntary and participants’ contributions ate based on-their compensation. .0l
Inc. matches contributions of participants, up to various limits, in substantially all.plans. OIInc. charges . '
the Company for its share of the match. The Company’s share of the contributions to thése plans
amounted to $1 8 m1llton in 2006 $1. 7 million in 2005 and $1 4 million in 2004.
11 Postretlrement Beneﬂts Other Than Pensions OI Inc. provtdes certam retlree health care and l1fe
insurance benefits covering substantially all U.S. salaried and-certain hourly employees. . Employees are :-
generally eligible-for benefits upon retirement and completion of a specified number of years of credttable -
service. Independent actuaries determine postretirement benefit costs for each subsidiary of Ol Inc.; ...
however accumulated postretlrement benefit obligation information pertaining to each subsidiary_ has not '
been separately determined. A's such, the accumulated postretlrement benef t obl1ganon has been retamed
by another subsidiary of Ol Inc. S T
ST . t,r. T s K . o . o . TR
The Company’s net periodic postrettrement benefit cost as allocated by OI Inc was $2 5 m1lhon $3 3.
m1lllon and $4.3 million at December 31, 2006 2005, and 2004, respectively.

‘12 Contmgencnes Certam llt1gat1on is pendmg agamst the- Company, in many cases involving ordinary
and routine claims incidental to the business of the Company and in others presenting allegations that are,
non-routine and involve compensatory, punitive or treble damage claims as well as other types of reltef
In accordance with-FAS No. 5, *Accounting for Contingencies,” the Company recordsa llabrllty for such
matters when it is both probable that the liability has been incurred and the amount of the liability can be’
reasonably estimated. Recorded amounts are reviewed and adjusted to reflect changes in the factors upon
which the estimates are based including additional information, negotiations, settlements, and other;»: +
events. The ulnmate legal and fi nanclal llab111ty of the Company in respect to this pending litigation
cannot be estimated with certamty Howevér, the Company believes, based on its examination and
review of such matters and.experience to date, that such ultimate hiability will not have a matenal adverse’
effect’ on its results of operations or ﬁnancnal condition. : )

Feii e
13. Goodwill The changes in the carrying amount of goodwxll for the years ended December 31, 2004
2005 and 2006 are as follows _ o o T

Balance as of January I, 2004 ce ":U‘e"'-“ £ 3606 - ' ST ‘
Sale of discontinued operations -- ‘ ;." O (=] R Ce Lt e
Balance as-of December31,2004 - - v - "2095 P e T i
Balance as ofDecember 31 2005 . ! 2095 '.' e T ,(,:If
Balance as of December 31 2006 - “ o $ 209. 5 ‘ ‘; —_ ' . {u

i
.«

14. Dlscontmued Operatlons On October 7 2004 the Company announced that it had completed the ',
sale of its blow-molded plastic container 0perat1ons in North Amenca South Amerlca and Europe, to.
Graham Packagmg Company Tt T L » e, s 1n

v

Cash proceeds of approxrmately $1.2 billion & were used to repay term loans under the Company s bank
credit fac1llty which was amended to permit the sale, The sale agreement included a post- closmg '
purchase price adjustment based on changes in certam.workmg cap1tal components and certain other
assets and liabilities of the business. This adjustment was ﬁnahzed in April 2005 and Graham was pa1d
approxrmately $39 million. The adjustment did not impact results of operations. 1

Sty
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" Included in the sale were 24 plastics manufacturing plants in'the U.S., twd in Mexico, two in Europe and
two in South America, serving consumer products companies in the food, beverage, household, chemical
and personal care industries. The blow:molded plastic contamer operatlons were part of the consumer .
products busmess unit of the plastics packaging segment.. %o I e g .

As requlred by FAS No. 144 the Company has presented the results of operations for the blow-molded
plastic container business in the Consolidated Results of Operations for 2004 as a discontinued operation.
Interest expense was allocated to dlscontmued operatlons based on debt that was reqmred to be repaid
from the proceeds ‘

The following summarizes the revenues and expenses of the discontinued operations as reported in the

condensed consohdated results of operations for the period indicated:" . .
Year.endeq '

i Revenues: .7t " © a0 : 2004 . W

Net sales - Lo . . § 853.7 )

. . Other reveriue A e ' 7.6 ;

PIERA S Lt MR I b

Ty . ‘.;. ':‘ |‘ o -: ' B ' 861.3
Costs and expenses: T

Manufactufing, shipping and delivery o 7368
_ Research, development and engmeenng - - 149 .-
* Selling and admlmstratwe : ] ’ : 7 22.8 t
Inferest - ' _ 44.8 "
:. Other : : _, | 22.9 |
‘Earnings before items below : ; c191
Provision for income taxes o 26.5 .
_Gain on sale of discontinued operations . 138
Net carnings from - _ ' : o M
discontirued operations a ' % 664 :
. T ———————————————— l‘l
1

- ‘ .
. . e \

i
r

The sale of the blow- molded plastlc business resulted in a substantial capital loss, primarily related 6

previous goodw1ll write downs that were not deductible when recorded. The gain on the sale of

discontinued operations of $73.8 million includes a credit for income taxes of $39.7 ‘million, representmg
- the tax benefit from offsetting a portion of the loss against otherwise taxable capital gains. Do

r
|

Net earnings of discontinued operations of $1.2 mllllon in 2005 relates to an adjustment of the 2004 gam
on the sale of the blow-molded plastic container operations prmmpally from finalizing certain tax  /
allocations. Lo !
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. - SIGNATURES

-

Pursuant to the requirements of Section 13 or.15(d) of the Securities Exchang;\;:-Aci of 1934, the - -
Registrant has duly caused this report to be signed on its behalf by the undersigned. thereunto duly ..
authorized. - e

¢
e

OWENS-ILLINOIS, INC- . -+ «r oy

(Registrant) - :

By:/s/ _Edward C. White

Edward C. White
Senior Vice President, and Chief Financial
Officer (Principal Financial Officer)

. Date: March 1,200_7 -
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Signatures

Pursuant to the requiremerits of the Securities Exchange Act of 1934, this report has beén signed below by
the following persons on behalf of Owens-lllinois, Inc. and in the capacities and on the dates indicated.

Signatures . ) Title

S}éry F. Colter - Director
Robert J. Dineén . Director '
Anastasia D Kelly - Di.rector
Alber% ‘EI’!.L:.S.troucken‘,:;_,_ Chairman of the Board of Directors and Chief:Execulti‘ve Ot.'ﬁcer‘
S (Principal Executive Ofﬁcer)'.;. Director
Johl;'.f McMackln, I " Director: -
Corbin A. McN'eiu, Ir. Director
Helée_'f_f. \.hée‘hméier‘ } , - Director -
_ ThomasL.Young - Director
Dennis K. Williams ' Dkrgc;tor

By:/s/ James W. Baehren - -
James W. Baehren
Attomney-in-fact

Date: March 1,2007 - ' o r
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OWENS-ILLINOIS, INC,

SCHEDULE II- VALUATION AND QUALIFYING ACCOUNTS (CONSOLIDATED)

[T SR L - w' . B " 1 L . ." o
Years ended December 31 2006 2(}05 and 2004 .
‘ {Millions of Dollars)

'
1

Reserves deducted from assets in the balance sheets:

Allowances for losses and discounts on receivables
' 4 .' " 1

] . Addltlons - .I" b tt !;.

o " Balénce._:‘at ~ Chargedto . e Bale}mce

2 " begitning ' "’ . costs and _ Other‘ "*  Deductiohs”* " atend of

of period 7" expenses i"”- oo (Note 1) . --period

2006 . §.c 474 s &7 0§ (D 8 776 5 .54
2005 5.3 -8 711 T8 (@3 Ys 697" % taja
2004 $ 44.5 . $ 769 $ 720 8 783 8. 1503,

g Lt
- Deductions from allowances for losses and discounts on receivables represent
uncollectible notes and accounts written off. -
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EXHIBIT21 - o .
- SUBSIDIARIES OF OWENS-ILLINOIS, INC.

Owens-1llinois, Inc. had the following sub31d1arles at December 31,2006 (sub31d1ar1es are indented
following thelr respectwe parent compames) :

+

: State/Country
of Incorporation
Name R & Orgamzanon
Owens-Illinois Group, Inc. “Delaware
Ol Health Care Holding Corp Delaware
Ol General Finance Inc. ‘D‘c?l'a\i'var'e
Ol Plastic Products FTS Inc. ) " Delaware
Ol Australia Inc . Delaware; ‘
Contmental PET Holdings Pty, Lid. : o Australla
© ACI- America Holdings Inc.. tteEey ! Delaware
" ACI Ventures Inc. . “Delaware
Owens-lllinois Healthcare Packaging Inc. * ..Delaware -
* Ol Healthcare Packaging de Mexico S. de R.L. de C.V. -+ Mekico
Specialty Packaging Licensing Company "~ - Delaware
Owens-lllinois Specialty Products Puerto Rico Inc, ' - " Delaware
Owens-illinois Closures de Mexico, $. de RL. de C.V. © Mexico
Owens-ltlinois Closure Inc. » " . Delaware
<Product Design & Engineering, Inc. .. Minnesota
Ol Brazil Closure Inc. * " .. " Delaware
. Owens-lllinais Participacoes Ltda. - -, - o - Brazil
. :Owens-lllinois Plasicos do Brasil Ltda. - n. .. ) . . . Brazil
Specialty Packaging Products de Mexico, S.A. de C.V. . Mexico
Owens-Illinois Prescription Praducts Inc. _ K Delaware
Ol.Medical Inc. ‘ .. Delaware
Ol General ETS Inc. E ) o Delaware
Sovereign Air, LLC ' r.. AP Delaware
OI Castalia STS Inc. : ) Delaware
Ol Levis Park STS Inc. b e T ' Delaware
Ol AID, STSInc, | N A - Delaware
QOwens- Illmols General Inc. : . " Delaware
Owens Insurance, Ltd. ’ 7.7 Bermuda
Ol Holding Company, Inc. ' Chio
Universal Materials, Inc. . B . Ohio
Ol Advisors, Inc. ' ’ ' . Delaware
Ol Securities Inc, . S " . Delaware
" OI Transfer Inc. "' Delaware
“Maumee Air Associates Inc. . ' ' Delaware
Owens-Brockway Packaging, Inc. . K : Delaware
OWens'—BrocszTiy Glass Container Inc. . Delaware
Brockway Realty Corp. ' - Pennsylvania
Owens-Brockway Glass Container Trading Co. Delaware

"
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Subsidiairies of the Registrant (continued)

Name

State/Country

_of Incorporation

Brockway Research, Inc.
NHW Auburn, LLC
Ol Auburn Inc.
. O1 Domestic Holdings Inc.
" Overseas Finance Co.’
. SeaGate, Tric.
" SeaGate 11 Inc.
SeaGate Iil Inc.
Ol Consol STS Inc. -
OIB Produvisa Inc.
OI California Containers Inc.
OB Cal South Inc.
Ol Puerto Rico STS Inc,
Of Europe.& Asia Inc.
Beolivian Investments, Inc.
Fabrica Boliviana de Vidrios S.A.
Of Thailand Inc.
Ol International Holdings Inc.
"0l Global C.V.-
sl Hungary LLC
United Hungarian Glass Containers Kft.
- Owens-1llinois Plastics Kft
OI Ecuador STS'LLC
Cristaleria del Ecuador, S. A:
Owens-Tllinois (Australia} Pty. Lid.
- ACI Packaging Services Pty . Ltd..
ACI Technical Services Pty. Ltd.
- ACI Operations Pty. Ltd.
ACI Plastics Packaging (Thailand) Ltd.

£

Australian Consolidated Industries Pty. Ltd.

ACI International Pty. Ltd.
* OI Andover Group Inc.
The Andover Group Inc.
ACI Glass Packaging Penrith Pty. Ltd.
PT Kangar Consolidated Industries
- ACI India LLC ' C
_Owens-Illinois (NZ) Ltd.
ACI Operations NZ Ltd.
_ Ol China LLC

E-2

or Organization

Delaware +
Delaware
Delaware
Delaware
Delaware

“Ohio

Delaware
Delaware -
Delaware

_Delawaref
L Delaware

Delaware
Delaware .

- Delaware -

Delaware -
Bolivia_

- Delaware -
© Delaware’
+ Netherlands

Delaware
Hungary
Hungary .
Delaware
Ecuador.
Australia
Australia’
Australia
Australia -
Thailand

.. Australia

Australia
Deiaware.
Delaware -
Australia
Indonesia
Delaware
New Zealand
New_Zeeland
Delaware




Subsidiaries of the Registrant (continued)

.o

Name

- .

State/Country
of Incorporation
or Organization

Wuhan Owens Glass Container Company Ltd.

Owens-lllinois {HK) Ltd.
ACI Guangdong Ltd.
ACI Guangdong Glass Company Lid.
ACI Shanghai Ltd.
ACI Shanghai Glass Company Ltd. -
ACl Tianjin Ltd.
-ACI Tianjin Mould Company Ltd.
Owens-[ilinois Services HK. Lid.
. ACI Beijing Ltd.
o Ol Tinajin Glass Co. Ltd.
. :ACI Finance Pty. Ltd. -
Ol European Group B.V.
Ol Birmingham Machine Assembly Limited
'Ol Asia Pacific Holdings
Ol Trading (Shanghai) Company Ltd.’
0l Europc Sarl
i, . OI Sales and Distribution Netherlands BV
' Ol Sales and Distribution Italy_S r.l.
Ol Sales and Distribution UK Limited
Ol Sales and Distribution Poland Z.0.0.
Closure & Packaging Services, Ltd. |
Closure & Packaging Services (U.K.) Ltd.
Closure & Packaging Services-(Antilles) N.V.

Closure & Packaging Services (Netherlands) B.V.

UGG Holdings Ltd: \
Ol Overseas Management Company LLC
United Glass Group Ltd. |
British Glass Recyclmg Company lelted
Ol Manufacturing Limited . |
‘United Glass Properties Limited
Key Glasswarks Limited
Ol Glass Holdings B. V.
Owens-lllinois Kft
Ol Italia S.r.l.
Sonator Investments'B:V.
Vidrieria Rovira, §. L.
OI Spanish Holdings B.V.
Owens-[llinois Peru 8. A.
Owens-Hlinois Polska S. A.
Zanotti Vetro S.p.a. v
Ol Manufacturing Italy S.p.A.
Avirunion, a.s.
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China

Hong Kong

Hong Kong

China

Hong Kong

China

Hong Kong

China

Hong Kong

Hong Kong

China

Australia
Netherlands :
United Kingdom
Mauritius

China !
Switzerland
Netherlands

Italy '
United Kingdom
Poland

Guernsey

United Kingdom
Netherlands Antilles
Netherlands
United Kingdom
Delaware

United Kingdom
United Kingdom - .
United Kingdom ;!
United Kingdom
United Kingdom
Netherlands
Hungary

Italy

Netherlands

Spain

» Netherlands

Peru
Poland
Italy
ltaly ,

" Czech Republic




Subsidiaries of the Registrant (continued) . ' State/Country

. . . L e of Incorporation - .-
Name or Organization
Sdn Domenico Vetraria S.r.l. ltaly
©T Trasve Sl L e T 7T qtaly TR
OI Napoli Stampl S.r.l I Italy
. Avir France L ' France
| ' OI Europe SAS . , R . France
! _ Ol Manufacturing France France
. ‘ . . BSN Glasspack Espana o Spain
- T " VG'HoldingsB.V. * '* ° " Netherlands
R BSN Flnancmg Co.-S.A.' Netherlands
~ Ol Manifacturisig Netherlands B.V. Netherlands
. © Veglarec B.V. -1 Netherlands
. BSN Glasspack Tréasury S.A. Luxembourg
oo BSN Glasspack RE - - Luxembourg
“ BSN Glasspack Services . - 5. . France
? . . ' . BSN Glasspack Finance ; - i .+, ; France
— VMC ., . ¢, France
A . OI Sales and DlStI‘lbUthl‘l SAS o .~ France
Verdome Explmtatlon Vo e France
Sefipal * T ., France
.., ., BSN Distr. CO . w. France
" “BSN Distr. SE" o France &
Atlantique Emballage '~ = France
SClLleMourtis® ~° ™ < "' France
Fiaver * S L France
Prover . v . .t ~* France
o . Renfort - - 't - France
. ‘BSN Glasspack Betelllgungs & .0
"Verwaltungs GmbH - C " Germany
' BSN Glasspack Verwalthung GmbH . © Germany,
BSN Glasspack GmbH & Co. KG " Germany~
Gebruder Stoevesandt Lo
o Vertnebsgellschaﬁ GmbH " Germany
. 'BSN Glasspack Obl:gatlon ¥ ; * France
| ’ Owens- Illinois International B. V Ca Netheriands
| OI Canada Holdings BV. _ o Netherlands
' g O-1 Canada Corp. "~ * 7 Canada
Owens-Illinois Plastics PTE, Ltd. o c Singapore
Manufacturera de Vidrios Planos, C.A. - " IR Venezuela
Owens-Illinois de Venezuela, C. A. T e : Venezuela
e Fabrica de Vidrio Los Andes, C. A. . -+ .o - * ‘Venezuela
: . CMC S.A. . weo o Colombia
Cristaleria Peldar, $.A. -« .+ . P Colombia-
4 . o
k Tl E-4




Subsidiaries of the Registrant (continued) ‘ ‘ . Sttite/Country

. of Incorporation
~ Name ' or Organization
Cristar S.A. . ‘ Colombia
Vidrieria Fenicia . _ Colombia
- - Industria de Materias Primas S.A.  ~~ + - - °  Colombia
Sao Raimundo Administracao, Participacoes ) :
« + ig” RépreSenticoes, Limitada .o - Brazil
v - Companhia Industrial Sao Paulo e Rio Brazil
. Owens-lllinois do Brasil S.A. ‘ Brazil |,
" Cisper da Amazonia S.A. : ' .Brazil ...
' Mineraqz_a‘o Silminas Ltda. * Brazil
Mineracao Descalvado Ltda, i . Brazil
LLC Novgorod Steklo Con ».. Russia-. . "y
_ 'Ol Finnish Holdings Oy : . .= . Finland-
) ' Karhulan Lasi Oy _ - Finland
" UAB Kbrhulan Lasi Oy -i.Lithuania - .
. J‘:A:’S Jarvakandi Klaas . 7.« Estonia © . .-
S TN L ' ' o .
. B Ry ; TR
31. d 7o , .-
) e ¥ \ . . .
1N o
1 M 1 N 1
: N k- o, !
o
. oo e
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Directors ‘and Officers

Directors

Officers

Albert P.L. Stroucken
Chairman and Chief Executive Officer

Gary F. Colter
President of CRS Inc. !

Robert J. Dineen
Chairman of the Board, Layne
Christensen Company

Anastasia D. Kelly

Executive Vice President, General
Counsel, and Senior Regulatory and
Compliance Officer, American
International Group, Inc. (41G)

John J. McMackin, Jr.
Member, Williams & Jensen, P.C.

Corbin A. Me¢Neill, Jr.
Chairman & co-CEO (retired), Exelon
Corporation

Helge H. Wehmeier
President and Chief Executive Officer
(retired), Bayer Corporation

Dennis K. Williams

Chairman of the Board, IDEX
Corporation

Thomas L. Young

O-1 Chief Financial Officer (retired)

Albert P.L. Stroucken

Chairman and Chief Executive Officer

Edward C. White
Senior Vice President and Chief Financial
Officer

.;lames W.-Baehren

Senior Vice President, Strategic Planning and

. General Council

’ Joséph V. Conda
“Vice President, President of Healthcare

Packaging

. L. Richard Crawford

Vice President, President of Global Glass

Michael Paparone
Vice President, President of Closure & Specialty
Products
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Exchange Listings

O:werfts-lllinois common stock (symbol Ol)
and Owens llinois convertible preferred stock
(symbol Ol.Pra) are listed on the New York

, Stoc||< Exchange. Options on the Company’s
o common stock are traded or the Chicago
Boarr':i QOptions Exchange.

~
3y

Transfer Agent for Common Stock
and Convertlble Preferred Stock

; Qomputershare Trust Company, N.A.
. F.O. Box 43010
! Providence, Rl 02840-3010

i Private couriers and registered mail:
280 Ftoyait Strest
: Canton MA 02021

| Computershare Web site:
http //www equiserve.com
F’hone (781) 575-2724
I—!eanng impaired: TDD 1-800-852-9245
Any mqulnes regarding your account
t ‘ or certrf cates should be referred 10
' Qomputershare Trust Company, N.A.
' I ‘
Trusteels !
i ki
] 8-7/3% Serior Seoured Notes, dus 2009
‘ ’ 7 3/1% Senior Secured Notes, due’ 2011
' 8 3/4% Senicr Secured Notes, due 2012 ,
8 1/4% Senior Notes, due 2013

¥
\

4 P

) u.s. Bank, N.A. S
i Corporate Trust Services”
U. S. lBank Trust Center
. 180 East Fifth Street, 2rd Floor -
' St Paut MN 55101

r /4

6-3/4% Senior Notas, dua 2014 -
. ,/ / J !
' ) Law Debenture Trust Company of New York
. _400 Madison Avenue 4th Floor/

New York, NY 10017 .~

e .

) 8 10% Senior Notes,” due 2007 o

? 35% Senior Notes due 2008 - -

7. 50% Senior Debentures, due 2010”
7 80% Senicr Debentures, due 2018

f
Bank of New York ya
101 Barclay Street

New York, NY 10286

v ' AnnuallMeeting

; The,annual meeting of share owners will be

N held at 9:00 a.m. on Wednesday, May 9, 2007
in Canference Room A, Plaza 2, at the O-1 World

’.'Hea'dquarters Campus, Perrysburg, OH.

Forms 10-K and-1

0-
54
The Company s Annua Report |on Form 10- K ;
and Quarterty aeports on Formi10- Q, filed Wlt’h
the Seourltles ar}d Exchange Comm:ssron may

be obta}ned \'mthou;t charge by contactlng
[ .

Owens lHinois, Inc. ;
Investor Relatrdns : t .J'
: One Mlchael Owens Way
Perrysburg OH 43551J J

Ehone (56? } 336-2400 f /7 = f,

‘ These reports are also avarlabte wrtjhout charge
[,r /on the Company s Web S|te at www o-i.com.

5 { f
JFor further mformatlon about 0- I visit the
/ Companys Web srte at Wi, Or1.Com.
J ; .ﬁ 4 f
‘ Market 6r Common Stock ,t

¥, i

/ As shown below the pnce rahge for the

/ / Corr;pany S common stock on the New York
Stock Exohange as reported by The National
Assocratlon of Securmes Déalets was as follows:

No dlvadends ha\;e been declared or paid on
the common stack since the Companys initial
publrc offerlng in December 19|Qt

/ Share Owners

The number of share owners ¢} record on
January 31, 2007 was 1,252, Approxrmately
x? 94% of the outstanding shares weve registered
|n the name of Depository Trust Company, or
L ‘s \CEDE, which held such shares on behalf of a
" number of brokerage firms, banks and other
«“" financial Institutions., The shares attributed to
these financial institutions, in turn, represented
the interests of mare than 25,000 beneficial
owners.

Annual Certifications

The most recent certifications by the Chief
Executive Officer and the Chief Financial Officer
pursuant to Section 302 of the: Sarbanes-Oxley
Act of 2002 are filed as exhibitls to the
Company's Form 10-K. The Company has also
filedd with the New York Stack Exchange the
most recent Annual CEC Certification as
required by Section 303A.12(a) of the New York
Stock Exchange Listed Company Manual,

Corporate Headquarters

Qwens-llinois, Inc.
One Michael Owens Way
Perrysburg, OH 43551

v

© # Hooos 2005

High | Low High il Low
First Quarter . . $2250 $1651 $2686  $2025
Second Quarter, 18 66 15.51 27.19 22.62
Thrrd Ouarter ' I '6.86 13.10 27.50 20.05
Fourth Ouarter 7 19.69 14,85 22.35 17.56
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